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Cost Accounting for Fertilizer Manufacturers 
By F. C. Betser, C. P. A. 


The use of artificial fertilizers in the United States has until 
recently been confined almost entirely to the southern states, but 
there is now an increasing use of them in the northern states, and 
the tendency to more intensive cultivation of the soil will render 
such aids to agriculture more and more necessary. 

The valuable constituents, or plant foods, which are required 
in fertilizers are nitrogen, phosphoric acid and potash. Nitrogen 
is usually supplied in the form of ammonia (N Hs) of which nitro- 
gen forms +4 by weight. The phosphoric acid must be in an avail- 
able form, i.e., in combination with bases forming soluble salts 
and thus readily passing into the soil to be absorbed by the vege- 
tation. Fertilizers containing these three elements (or sometimes 
but one or two of them) are manufactured in numberless combi- 
nations. While the different grades are known by brands and 
names, they are usually referred to by figures indicating the per- 
centage of each of the valuable constituents contained therein; 
thus, the designation “2-8-2” indicates a fertilizer containing 2% 
ammonia, 8% available phosphoric acid and 2% potash. The 
remainder of the mixture is composed of the body of the materials 
used in the manufacture, and fillers, such as ground limestone, 
oyster shells and the like. 

The materials used in the production of fertilizers are prin- 
cipally natural salts, such as the nitrates from Chili, and potash 
salts from Germany; phosphate rock from Florida, Tennessee, 
etc. ; nitrogenous animal matter, such as packing house refuse and 
fish ; cotton seed meal ; and a variety of other materials. Sulphuric 
acid is required in conjunction with phosphate rock to obtain 
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phosphoric acid. The artificial fixation of atmospheric nitrogen 
has recently become an accomplished fact, and a substance is pro- 
vided, containing about 20% nitrogen, which is used to some 
extent in the production of fertilizers. 

A complete fertilizer plant usually consists of an acid plant, 
producing sulphuric acid; a wet mixing plant, producing acid 
phosphate; and a dry mixing plant, in which all the different 
grades of finished fertilizers are compounded. There are, how- 
ever, a great many smaller manufacturers who confine their opera- 
tions to the dry mixing process, buying the acid phosphate and 
other raw materials. 

A few words of explanation of the processes may also be of 
interest to those unfamiliar with these operations. Sulphuric acid 
is produced by burning iron pyrites, containing approximately 
50% of sulphur, in roasting ovens, thus generating sulphur dioxid. 
At the same time nitrogen tetroxid is generated from sodium 
nitrate, and the two gases are made to react with steam in large 
chambers lined with sheet lead. The residue of the roasted ore, 
called pyrites cinder, is sold for railroad ballast, etc. 

Acid phosphate is produced by mixing equal, or nearly equal, 
parts by weight of sulphuric acid and ground phosphate rock. 
The resultant mixture (from 14% to 18% available phosphoric 
acid) contains about 10% moisture, but dries out and sets, and is 
subsequently used as an ingredient of dry mixed products. 

Dry mixed products are prepared in accordance with formulz 
for each brand or grade and these formule must be closely fol- 
lowed, so that the products shall conform to the stipulated 
analyses. The various ingredients are conveyed by barrow and 
compounded in mixers similar to those used for mixing concrete. 
Some use is also made of various forms of mechanical conveyors. 
Connected with the mixers are grinders, and also screens for 
throwing out foreign substances, so that the resultant product is 
not equal to the total weight of materials used. 


GENERAL OUTLINE OF SYSTEM 


In order efficiently to control the operations of a business, it 
is imperative that frequent balance sheets and statements of earn- 
ings be prepared, and in this article monthly statements are con- 
templated. 

A complete set of books should be kept to record the opera- 
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tions of each plant, controlling accounts over each being kept in 
the general ledger. These controlling accounts should be charged 
with all purchases and expenditures incurred on behalf of the 
plants, such charges being taken up on the respective plant ledgers. 

A specimen card of accounts to be kept for each plant is ap- 
pended hereto (Exhibit A). The accounts may be grouped under 


(a) Raw material inventory accounts 

(b) Products and by-products inventory accounts 
(c) Department operating accounts 

(d) Service accounts 

(e) Repair accounts 

(f) General accounts 


Materials purchased should be charged to the raw material in- 
ventory accounts, and when reported used should be transferred 
to department operating accounts at cost. Labor and expenses 
should be charged to the department operating accounts for which 
they were incurred; but, when not applicable to any specific de- 
partment, they should be charged to the service accounts which, in 
turn, should be distributed over the various departments. Repair 
charges should be kept separate and later distributed to the de- 
partments as more fuily outlined hercafter. By-products should 
be credited to the departments at the values which will be recov- 
ered from them, and the remaining expenses of each department, 
representing the cost of the commodities produced during the 
period, should be charged to the inventory accounts provided for 
this purpose. Shipments should be charged to the general ledger 
(Cost of Sales account) at actual cost as shown by the product 
inventory accounts. 

A voucher record for each planr should be kept, in order that 
all charges made on the general ledger may be conveniently re- 
corded for posting and distribution on the plant ledger. For 
transfers between accounts on the plant ledger, a journal may be 
used. 


RAW MATERIALS 


Inventory accounts in quantity and value should be kept for 
each kind of raw material. The charges to these accounts should 
cover the entire cost of the materials, including freight, handling 
and unloading expenses, laboratory charges, etc. As materials are 


167 


| 
| | 
| 
| 
| 
| 
i 
| 
iW 
i 
| 
| 
i 
| 
- 
= 


The Journal of Accountancy 


used, they should be credited at the average cost brought down, 
and charged to the respective operating departments. 

A complete record of materials received, giving name of ship- 
per, commodity, weight, etc., should be forwarded by the factory 
to the general office each day. Columns should be provided for 
the use of the office, in which to record the value of the materials 
as shown by the vouchers issued to the vendors. A further column 
to show the incoming freight charges is also useful. 

At the end of the month every item reported as received should 
be covered by vouchers, as well for the cost of the materials as for 
the freight thereon, so as to insure that no liability is omitted from 
the books. The clerical accuracy of the work may also be verified 
in this way, since the totals of all of the receiving reports may be 
agreed with the total of the materials column in the voucher 
record; and an efficient safeguard over the payment of freight is 
also obtained. If the vendor’s invoice for any particular lot of 
material is not at hand when it is desired to close the accounts for 
the month, such materials may temporarily be taken up at an esti- 
mated value, to be adjusted to the true value in the following 
month. The charges to the inventory accounts on the ledger may 
be made either from the voucher record or from the receiving re- 
ports, both quantity and value being entered. 

The basis for charging out materials used is the formula pre- 
scribed by the superintendent. The barrows, in which the mate- 
rials are conveyed, are weighed just before being emptied into the 
mixers, the quantity being adjusted to a uniform weight for each 
ingredient by adding or removing the necessary amount. It is 
therefore only necessary to keep a tally of the number of barrows 
of each ingredient delivered to the mixers to permit of the total 
quantity being calculated. 

In a similar manner, pyrites burned for the production of sul- 
phuric acid may be weighed and reported daily, and also the quan- 
tity of acid and rock used in producing acid phosphate. 

The daily reports will require to be analyzed to show the quan- 
tities of each kind of material used for producing each grade of 
product. This is best accomplished by heading a sheet for each 
grade, and listing the tally sheets received each day in the fol- 
lowing form: 


Formula Total Total 
Date number Material A Material B, etc. used produced 
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At the end of the month a summary may be made of all mate- 
rials used for all grades, so as to reduce the number of postings, 
thus: 


2-8-2 3-8-2 3-8-2 Remill _Total all Grades 
Production...... 10 tons 30 tons 20 tons 60 tons 
Ibs. ‘Value Ibs. | Value | Ibs. | Value Ibs. | Price | Value 
Material A...... 15,000} $112.50 | 22,000] $165.00 37,000 | $15.00] $277.50 
Material B...... 6,000} 30.00/40,000} 200.00 46,000} 10.00} 230.00 
3-8-2 Goods..... 40,000} $280.00 40,000} 14.00} 280.00 
ete. 
Screenings*..... 1,000 2.50| 2,000 5.00 3,000| 5.00 7.50 
20,000} $140.00 | 60,000| $360.00) 40,000| $280.00 120,000 $780.00 


$14.00 $12.00 $14.00 


This arrangement brings out the material cost for each grade 
of dry mixed goods, to which is to be added later the proportion of 
the operating expenses. The totals only need be posted to the 
credit of each inventory account, the grand total being charged 
to the dry mixing operating account. The screenings recovered 
(the difference between weight of materials used and weight of 
product reported) should be charged to an inventory account for 
screenings. 

The materials used in the acid department and wet mixing de- 
partment may be entered at once on the cost sheets for those de- 
partments (Exhibits Band C) and calculated at the average cost 
per ton as shown by the plant ledger. Each inventory account 
should be credited in detail and the totals charged to the respective 
operating accounts. The by-product secured from the acid de- 
partment, viz: pyrites cinder, may be credited to the cost of 
operating and charged to an inventory account at the market 
price at which it can be disposed of. 

Materials transferred from one plant to another should be 
charged at cost. Freight may be added by the receiving plant, 
but this could not be permitted if the same materials were re- 
shipped a number of times. 

The ledger balances of materials on hand must be verified 
from time to time by physical inventories. This is most con- 
veniently done after the close of the busy operating and shipping 
season, say on May 31st or June 30th, when stocks are at their 


*These are deductions. 
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lowest. In order to facilitate the physical inventory, all materials 
received toward the close of the season should be kept in separate 
piles and a record kept of these. Estimates will need to be made 
of the quantities contained in other piles of materials on hand. 

There are a number of causes of differences between the ledger 
and physical inventories. The atmospheric conditions give rise to 
fluctuations in weight, some of the materials absorbing moisture 
very rapidly. Acidulated fish is subject to considerable variation 
because it contains a large percentage of moisture, some of which 
drains off if the material is stored for any length of time. To as 
great an extent as possible, therefore, materials should be stored 
in separate piles for each lot received and accounted for on the 
books by lot numbers, an adjustment being made of the overage 
or shortage as each lot is exhausted. An additional reason for 
keeping lots separate is the fact that some of the materials used 
vary considerably in chemical analysis. 

A large amount of loss is due to materials being dropped on 
the floors while being conveycd from the storage piles to the mix- 
ing machines. At the end of the season the floors are cleaned up 
and use is made of these cleanings, and the value so recovered 
may be credited to the inventory adjustment account to offset to 
that extent losses on shortages of materials. Since cleanings can- 
not be used as advantageously as new materials, however, a net 
loss for the year will probably result. 

Steps can be taken by the management to prevent some of the 
losses and to reduce others, but a reserve must be created to cover 
such losses as are unavoidable. This may be done by charging to 
costs either a fixed rate per ton of product based upon past expe- 
rience or a percentage of the value of all materials used. 

In addition to the inventory accounts kept in the plant ledger, 
it is advisable to have a quantity record kept at the plant, a 
monthly or weekly report being drawn off and forwarded to the 
general office. In this way a check on the clerical work is se- 
cured, and at the same time the factory superintendent is kept 
advised of the general conditions. 


SUPPLIES 


Supplies such as fuel, oil and waste, repair parts, etc., may be 
charged at once to the various accounts for which they were pur- 
chased. If the amount involved is large a stores account may be 
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opened and charged with all purchases, to be later distributed to 
expense and operating accounts as reported used. 


LABOR 


Labor in a fertilizer plant is generally entirely on a day-work 
basis, and the pay-rolls therefore present no difficulty. Nor does 
the distribution thereof present any difficulty, since employees 
are engaged usually in the same occupation throughout the 
month. The most important exception is in the case of unloading 
materials, for which purpose gangs of men may be withdrawn 
from their reguiar duties. Such labor should be charged to the 
material handled, as it represents arn addition to the cost thereof. 
Labor spent on repairs should be charged either to the general 
repair accounts or to order numbers allotted to specific jobs. 

Ordinary timebooks may be used, if a number of lines are al- 
lowed for each employee so that change of occupation during the 
period can be noted and calculated. By means of analysis sheets, 
the required distribution is then readily accomplished. 


SERVICE ACCOUNTS 


These accounts are provided for accumulating expenses 
which cannot be allocated directly to any one department. The 
cost of power is the principal charge of this nature in a fertilizer 
plant. At the end of the month the total power expense should be 
distributed over the departments on the basis of the horse-power 
required to operate each. 

General factory expenses include such items as salary of super- 
intendent, watchmen, insurance, taxes, fire protection, etc. Ifa 
general superintendent is maintained at the main offices of a com- 
pany operating a number of plants a proportion of his salary and 
office expenses may be included in the expenses of each of the 
plants. A more or less arbitrary basis will have to be employed for 
distributing the total expense at any plant over the various oper- 
ating departments; the total pay-roil of each department is sug- 
gested as one basis that might be used. 


REPAIRS AND DEPRECIATION 


The operating season of a fertilizer plant is, as a rule, limited, 
and most of the repairs are made in the season of smallest produc- 
tion. It is therefore necessary to spread the repairs for the entire 
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year equitably over the product for the entire year. The readiest 
method of accomplishing this is to create a reserve by a monthly 
charge to operations, on a tonnage basis. Against this reserve 
the cost of repairs, when made, may be charged. The monthly 
tonnage charge would of course be based on past experience. 

In the acid plants, in addition to the repairs recurring an- 
nually, the lead chambers require renewal every four or five years. 
This fact therefore makes it imperative that accruing repairs and 
renewals should be provided for. 

In order efficiently to control repair charges it is advisable to 
require a special authorization for incurring any expenditure ex- 
ceeding a fixed maximum amount, and to allot an order number 
to each such authorization. The actual expenditure under each 
order may then be compared with the estimate previously made, 
and explanations demanded for any important discrepancies. This 
procedure should also be followed for all work on construction 
and renewals. 

The cost of manufacture should include full provision for de- 
preciation. In order to secure uniformity in the costs of each 
product it is preferable to make the monthly charge to the oper- 
ating departments on a tonnage basis. The rate per ton to be 
used would be ascertained by first determining the total amount 
of depreciation for a year calculated at suitable rates for each class 
of building or equipment operated, and dividing this annual pro- 
vision by the normal annual tonnage. No further provision for 
depreciation would be necessary for that portion of the acid 
plant which is covered in the charge for renewals referred to 
above. 

IDLE PLANT EXPENSE 


Some difficulty is encountered with respect to the unavoidable 
expenses incurred during the season of little or no production in 
the dry mixing department. This difficulty may be met by accu- 
mulating in one account all expenses incurred during the idle 
period, including a proportion of such expenses as power and gen- 
eral factory expenses in the months of very small production. 
This accumulated expense may then be written off over the busy 
months in some equitable manner, preferably on a tonnage basis. 
No such unabsorbed expenses should, however, be carried for- 
ward from one fiscal year to another. 
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ACID DEPARTMENT 


The charges to the acid department are clearly set forth in 
the cost sheet (Exhibit B), which is merely an analysis of the 
charges to the corresponding account on the plant ledger. At the 
end of the month the total charges represent the cost of the acid 
produced during the month, and this should be charged in both 
quantity and value to the inventory account provided for sul- 
phuric acid. A corresponding credit must be made to acid de- 
partment operating account, thus closing out this account. 


WET MIXING DEPARTMENT 


The cost sheet for the wet mixing department (Exhibit C) 
shows the analysis of this account. The procedure is similar to 
that of the acid department, the total product, in both quantity 
and value, being charged to acid phosphate account, thus closing 
out the wet mixing department operating account. 


DRY MIXING DEPARTMENT 


The procedure with respect to the distribution of materials 
over all of the different grades of fertilizers has previously been 
illustrated under the heading Raw Materials. It is necessary to 
add, for each grade, the proportionate operating expenses of the 
dry mixing department. 

Exhibit D shows in detail the charges making up the cost of 
operating. A schedule should be prepared combining the cost 
of materials and the operating expenses in the following manner: 


Production} Cost of Operating Total Cost 
Grade tons materials expenses cost | per ton 
BOS 10 $140.00 $2.00 $20.00 | $160.00} $16.09 
30 360.00 @ 2.00 60.00} 420.00 14.00 
3-B-2 20 280.00 @ 1.00 20.00} 300.00} 15.00 
ete. 
60 $780.00 | $100.00 | $880.00 


Each product should then be charged to the respective inven- 
tory account in both quantity and value, and the total amount 
credited to dry mixing department. 

While there is undoubtedly a variation in the cost of operation 
depending on the class of materials used, it appears impossible in 
practice to make any distinction as between grades. In some 
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large plants where different sections of the mill may be confined 
to the production of acid phosphates (goods made by simply 
diluting acid phosphate to various degrees of strength), ammo- 
niated goods and potash goods, respectively, it may be possible to 
keep the expenses for each class separate. But in most mills the 
three classes are produced in the same machines and such a 
division is impracticable. Therefore, the total expense must be 
distributed over the product on a tonnage basis. 

In order to prepare for the busy shipping season, quantities 
of the more popular grades are sometimes compounded in the 
dull season and stored. Before shipment all such stored goods 
must be remilled. It is obvious that this remilling operation, 
requiring very little grinding and almost no screening, is less 
costly than the first milling. The exact difference in cost cannot 
very well be determined, however, since both milling and remill- 
ing are done indiscriminately in the same machines. Some 
arbitrary distinction must therefore be made. It is suggested 
that, as a working basis, the remilling operation be considered as 
costing one-half as much as the first milling. If, therefore, in 
any month, forty tons were first-milled and twenty tons were 
remilled, the department would have performed work equivalent 
to first-milling fifty tons. Observation and tests could be in- 
stituted to determine the true relation between these operations. 


SHIPPING EXPENSE 


This expense begins when the finished product, ready for ship- 
ment, leaves the mixing machines, It is automatically weighed 
into bags, and as the machines would require some attendance 
even when goods are made up for stock, this attendance may be 
included in the cost of manufacture. The shipping expense 
should, however, include the cost of the bags, and printing, sew- 
ing up the bags, tax tags affixed in cornpliance with the laws of 
the various states to which the goods are shipped, the labor of 
loading on the cars, etc. These expenses may be considered as 
adding so much per ton to the cost of the goods shipped; or the 
entire amount may be considered as a deduction from the net 
proceeds of the sale of the product. 

No part of this shipping expense must be allowed to be con- 
fused with the dry mixing expense, otherwise fertilizers made 
up for stock will be over-valued in the inventory accounts. 


174 


Cost Accounting for Fertilizer Manufacturers 


SHIPMENTS 


| Shipments may be reported by the factory by merely return- 
ing the copy of the customers’ orders originally sent to it. If, in 
addition, a daily record of shipments can be prepared by the fac- 
tory office, the general office work is much facilitated. Such a 


| shipment report should show: i 
Order number 

Consignee 
Grade 
- Quantity 


Transportation line 

Car number, etc. 

In addition, blank columns should be left so that the general office ' 


| Exuisit A 
CARD OF ACCOUNTS 


PLANT LEDGER 


(a) Raw materials and supplies, 1-50. 
Fuel, coal 
Fuel, wood 
Stores account, supplies 
Bags 
Tax tags 
Pyrites, foreign 
Pyrites, domestic 
Phosphate rock 
Kainit 
10. Tankage 
11. Blood 
12. Dry fish 
13. Acid fish 
14. Cottonseed meal 
15. Muriate of potash 
16. Sulphate of ammonia 
17. Nitrate of soda 
18. Sulphate of potash i 
19. Oyster shells 
20. Limestone, ete. 
In case of materials of high value, or materials varying in 
moisture or chemical contents, a separate account must 
| be kept for each lot; thus, account No. 15, lot 1573, ete. i 
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may insert the customer’s invoice number, selling value and pre- 
paid freight. The total of all the shipment reports for the month 
forms the basis of the entry charging customers’ ledger and 
crediting sales account. 

The amount of freight to be prepaid on each shipment should 
be inserted on the shipment report, and when paid the voucher 
number should be noted opposite each item. This insures, first, 
that the liability for all freight is taken up in the month shipments 


Exuisit A— (Continued) 


(b) Products and by-products, 51-60 


$i. 


Pyrites, cinder 
Floor cleanings 
Screenings, rough 
Screenings, ground 
Sulphuric acid 
Acid phosphate, rough 
Acid phosphate, screened 
Separate account for each grade of screened acid phos- 
phate, designated by percentage of available phosphoric 
acid. 
Dry mixed products 
Separate account for each grade of dry mixed products, 
arranged according to analysis. 


(c) Department operating expense accounts, 61-65 


61. 
62. 
63. 


Acid department 
Wet mixing department 
Dry mixing department 
Total expense to be closed out each month and charged to 
inventory accounts of products. 


(d) Service accounts, 66-75 


66. 
67. 
68. 


69. 


70. 


General factory expenses 
Distribute over operating departments. 
Unloading expenses 
Distribute over materials unloaded. 
Power 
Distribute over operating departments. 
Laboratory expenses 
Charge to operating departments. Charges may also be 
made to material accounts for services in connection with 
purchases. 
Shipping expenses 
Charge to general ledger, as addition to cost of goods 
shipped or deduction from proceeds thereof. 
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are made, and secondly, that no freight can be paid except as 
applying on a bona fide shipment. 

It is now necessary to analyze the sales so as to determine the 
quantity shipped of each brand or grade, and the selling value 
thereof after deducting the prepaid freight. This classification 
may be obtained from the customers’ invoices, or from the ship- 
ment report, by means of analysis sheets. When the volume of 
business is large, Hollerith tabulating machines may profitably 
be used to obtain this information, and at the same time to com- 
pile other valuable statistics as to the sales by territories, by 
salesmen, etc. 

The sales should now be summarized by grades in a schedule 
somewhat as follows, so that the cost of manufacture of each 
grade may be entered and the gross profit thereon determined: 


Exuisit A— (Continued) 
(e) Repairs accounts, 76-80 
76. Acid department 
77. Wet mixing department 
78. Power plant 
79. Yard and general equipment. 

Credit monthly provision on basis of tonnage, charging 
same to respective operating departments. Subdivisions 
of these accounts may be kept to record the expenditures 
on repairs to the different classes of property covered 
under each department. 


(f) General accounts, 81-100 
Insurance, fire 
Insurance, accident 
Taxes accrued 
Pay-roll accrued 
These accounts may be kept on the general ledger if 
preferred. 
85. Special orders 
Controlling the expenditures on special orders issued for 
repair and construction work, details of which may be 
kept in a subsidiary record. 
86. Inventory adjustments 
Create reserve by monthly charges to costs, to provide for 
losses of materials which cannot be avoided. 
87. Idle plant expense 
Distribute over busy months, preferably on a tonnage basis. 
100. General ledger account 
The general ledger account is to be kept in constant agree- 
ment with a corresponding account to control the factory 
operations carried in the general ledger. 
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‘ Net sales Cost m’f’ture Gross profit 
Grade || Tons ||Selling) Less: 
value | freight|| p. ton | amount || p. ton | amount] p. ton | amount 
4 
Total sales } 
Deduct: 
Shipping expenses 
; Allowances j 
etc. 
Net sales 
Exhibdit 3 
FERTILIZER MANUFACTURING COMPANY 
COST OF OPERATING 
ACID IEPARTKMENT MONTH OF 191 
Production: This year; -Month tons. last year;-MNonth tons. 
- To date tons. To date tons. 
co This ar 
[fo date | Eonth [fo date! 
1 MATERIALS: 


Pyrites, forei 
Pyrites, domestic 


Bitrate of sods 


Total materials 
less: 
Cinter produced 


Bet materials | 


i 


CHARGES AND EXPENSES: 
: Provision for repairs at per ton 
Depreciation st per ton 
Proportion of factory expenses 
Proportion of power expense 
ry supplies and expenses 


Totel Expenses 
Total cost of Manufacture 


1 
| 
Helpers 
TTT] 
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The shipping expenses might also be deducted pro rata from 
the proceeds of each grade, but this is probably unnecessary— 
deducting it in total and showing the cost per ton being sufficient. 

The column headed “Cost of manufacture” is taken directly 
from the inventory accounts on the plant ledger to which the post- 
ings.are made as the items are entered on the schedule. The total 
of this column forms the basis of the entry charging cost of sales 
and crediting plant ledger. 

A factor of considerable importance with respect to the pro- 
ceeds of sales is the allowance which may have to be made to the 
customer when settling his account at the end of the season. If 


Bxhibit ¢ 
PERTILIZER MANUFACTURING COMPANY 
COST OF OPERATING 


EET MIXING DRPARTYERT MONTH OF 191 
3 ;-Month tons. Last year;-Honth tone. 


Quantity | Price! Amount 8 


MATERIALS: 
Sulphuric acid 


Phosphate rock 


Total materials 


LABOR: 
Miller and 


bor 
Mixer and assistants 
Bin men 
Removing product 


Total labor 


CHARGES AND EXPENSES: 
Provision for eee at per ton 
Depreciation at ton 
Proportion of factory expenses 
= rtion of power expense 
ry su and expenses 
tale plan 


Total expenses 
Total cost of manufacture 
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the allowances can be estimated with any degree of accuracy they 
should be provided for in the accounts each month. In any case 
a reserve should be set aside amply sufficient to cover this con- | 
tingency. 
MONTHLY CLOSING 
As indicated above, all operating and expense accounts are A 
intended to be closed out each month. The accounts remaining 
open on the plant ledger should be combined with those on the 
general ledger when preparing the monthly balance sheet, under | 


Exhibit D 
FERTILIZER MANUPACTURING COMPANY 
COS? OF OPERATING 


DRY MIXING DEPARTMENT MONTE OF 192 
Production: This year;-Month tone. Last year;-Honth tona, 
: To date tons. To date tons. } 
Amount | This 
a 

‘Month [to date} Konth dat 
LABOR : 

Delivering mterials 
Weighers 

Mize 


r labor 
Removing product to stock 


f Total Labor 


CHARGES AND EXPENSES: 
Provision for repairs at per ton i 
Depreciation at per ton 
Proportion of factory expenses 

in Proportion of power expense 

’ &§ Sundry supplies and expenses 

Idle plant expense 


; Total cost of manufacture 
(exclusive of mterials) 


PRODUCTION DATA 


Current Mon Year a 


‘This year;-First milling 
Re-milling 


{ Total (first milling equivalent) 
last year;-First milli 


Total (first milling equivalent) 
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the headings of inventories, reserve for accruing repairs, deferred 
charges, etc. 

A statement of earnings should be prepared monthly. Starting 
with the net sales, cost of sales and gross profit as previously out- 
lined, the expenses of selling and administration, interest, etc., as 
shown by the general ledger should be deducted. 


Other monthly statements of great service to the management 
are these: 


Statement of expenditure on special repair and construction 
orders. 

Statement of the reserve for accruing repairs, showing provisions, 
expenditures, and balances. 
Statement of sales, cost of sales, and gross manufacturing profits 
by brands and grades (see under heading of “Shipments”. 
Statement of inventories, showing quantity, price, and value of 
each class of material on hand (as shown by trial balance of 
the plant ledger). 

Cost of operating acid plant (see exhibit B). 

Cost of operating wet mixing plant (see exhibit C). 

Cost of operating dry mixing plant (see exhibit D). 

Cost of operating power plant, 
etc. 
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Business Field * 


By J. Porter JopLin 


There is no doubt that in most of the specific activities in the 
business and commercial world today there are men high up in the 
affairs of the vocations which they follow, who attained their 
present position by graduating from a school of hard knocks. It is 
to the credit of these men that they have attained the positions 
which they hold and honor. If we believe what we are told by 
most of them, we find that each and every one more or less appre- 
ciates the fact that his early training was circumscribed and his 
advantages not the best for education along business lines, and 
indeed that few advantages were available to him. It is quite true 
that the man who has to gain his advanced positions step by step 
and through persistent efforts on his own part wiil look back with 
some pride upon his progress, and justly so; but, on the other | 
hand, the man who has had the opportunity of studying in such 


form as to produce an understanding of the principles which will 
be involved in all of the affairs that he has to deal with, as he ad- 
vances in the business world and assumes the position of a factor 
in the world’s affairs, will have a self-reliance which enables him 
to approach his problems with a freedom of attitude and a clarity 
of vision which the man who has not had the same advantages is 
unfortunate in lacking, which to a certain extent militates against 
him. “They jump farthest,” says Ben Jonson, “that fetch their 
race largest.” 

There is a demand in every walk of life for some knowledge of 
bookkeeping, and that is especially emphasized in our present-day 
activities; for we find that in an up-to-date ranch, or even on a 
farm of any proportions, a system of accounts is in effect which 
informs the proprietor or proprietors, as the case may be, of the 
cost of producing the crops and the increase of live stock, so that 
an intelligent knowledge may be had of the operations for a given 
period. This would lead us to assume that the field for the busi- 
ness college is unlimited, and I think I can safely say that this 
is so. 


*An address the National Commercial Teachers’ Association, 
Chicago, December 29, 
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The business man of today realizes that a knowledge of ac- 
counts is essential to anyone entering business even though he 
may not have any intention of remaining in a counting-room or 
office. Every man of affairs acknowledges the importance of being 
able to analyze a balance sheet, and many a more or less successful 
man has expressed great regret at his inability to grasp the points 
that are set forth in a statement of affairs, because of the lack of 
training in his younger days regarding this particular line of use- 
fulness. Even should it be the intention of a young man to be- 
come a salesman or an engineer, he cannot afford to pass by this 
important branch of study and should at least learn the funda- 
mentals of bookkeeping and acquire a fair knowledge of the 
science of accounts. 

Speaking especially of business education, Lyman J. Gage, ex- 
secretary of the treasury, once said: “It gave me the power to 
analyze financial propositions ; it taught me how to keep accounts 
myself, and when I passed away from the period of apprenticeship 
or clerkship to higher duties I was enabled to determine the quality 
of those discharging similar functions over whom I had charge.” 

President James A. Garfield, speaking on the same sub- 
ject, said: “Business colleges furnish their graduates a better edu- 
cation for practical purposes than Princeton, Harvard or Yale.” 

And Henry Ward Beecher declared: “Whatever vocation 
you may choose as your life work, there can be no question that 
the first step is to obtain a practical business education.” 

Dr. Edmund Janes James, president of the University of 
Illinois, is reported to have said in a recent interview: “Germany 
has pushed its foreign trade not merely by its activity in building 
up a merchant marine or by its organization of branch banks 
under German control in all the great centers of the world trade, 
but quite as much by the extraordinarily efficient training which it 
has given to the men who have organized and pushed this com- 
merce in foreign countries. The commercial schools and colleges 
of the German empire are the most efficient of any in the world.” 

The mere fact that the young men who are entering into the 
field of accounting are of a high grade will have the effect of 
creating a demand for better preparation on the part of all those 
who hope to take up this class of work, and the fact of this prepa- 
ration having been acquired and demonstrated will enable the 
worker to advance more rapidly in his pursuits than otherwise 
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would be the case. I feel confident that in the business world 
today, particularly in the western part of this country, the de- 
mand is for better preparation than was exacted some years ago; 
and I may also state that, in my opinion, this demand will be in- 
creased as the years go by and there will be a still greater demand 
than there is today for efficiency in the form of rudimental train- 
ing such as the business coilege is supposed to give. Take, for 
instance, the desirability of acquiring a knowledge of all matters 
appertaining to the accounting in connection with the export and 
import trade of the country, and the entailed details which require 
attention at the custom house and banking institutions. Few 
young men are in any way posted as to the requirements for a suc- 
cessful carrying out of these details until they learn them through 
practical experience obtained in the office where employed; and 
yet such a knowledge might very easily be imparted to them, 
before they enter their business life, ir. a manner so as to insure 
the carrying through of successful operations by them. The 
young men when confronted with the necessity of performing this 
class of work should have had the opportunity for thorough 
preparation. 

We hear a great deal at the present day about the business 
that might be created if our relations with South America were 
a little closer, and if we were somewhat better prepared to enter 
this field with a view to enlarging our commercial activities. 
Should we attempt to carry out some of the projects which have 
been suggested we should have to be prepared for a wider know- 
ledge of how to handle the details which would require attention 
as a necessary sequence. The young man who has some slight 
knowledge of the requirements in connection with trading with 
foreign countries would find himself in demand and the man who 
had a good knowledge of such affairs would prove to be invaluable. 

Of the profession which I follow I cannot speak so freely as 
to advantages to be gained, for there are many requirements 
which enter into the subject. For we find that there must be an 
inherent love of the work before the aspirant may become a suc- 
cessful practitioner, and it is only after he has acquired through 
much practice a knowledge of how to approach certain affairs 
that it is possible to judge of his ability to serve the public as an 
advisor, for it is in this capacity that the successful professional 
certified public accountant serves the public as he advances to the 
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zenith of ! career. It is quite true that many young men who 
have serve. -heir time in the office of a public accountant have 
been lured away by the promise of higher emoluments and greater 
preferment in the opportunities presented by the controlling de- 
partments of the large business houses of present-day creation ; 
and there are a few instances that present themselves to my mind 
where young accountants have, because of their ability, embraced 
opportunities presented which could be classed among the very 
best in our country, 

However, we find that as a general thing the certified public 
accountant who has built up for himself a practice and has ob- 
tained a fairly respectable clientele will be slow to engage himself 
to any one concern, for he has become imbued with the love of 
his profession and would prefer to continue practising for himself 
rather than allow himself to be tied up, as it were, to any one 
interest. 

One thing we may be sure of is that a knowledge of bookkeep- 
ing and of the theory of accounts is to the young man starting 
out in life, in almost any capacity, not only beneficial but almost 
indispensable. Certainly in all commercial houses and in the of- 
fices of professional accountants there is a demand for an equip- 
ment of this character. 

It might be well to state here that before a man can sit for 
the examination for the C. P. A. degree in this state and in many 
others he must have had at least four years’ high school training 
or its equivalent ; and before anyone would be justified in stating 
that he was qualified to fill a position requiring a knowledge of 
higher accounting he would have had to experience far more of 
practical work than could possibly have been obtained in a business 
college education. 

It would not be right or just on the part of those sending out 
boys and girls of immature years, who have graduated from busi- 
ness college, to lead them in any way to suppose that they are 
fitted through this education to assume positions in the business 
world; for there will have to follow this education the practical 
experience in matters which can only be obtained by contact where 
the operations are actually performed. Higher accountancy, as I 
understand it, is of a much further advanced type and cannot be 
expected to be found in those of immature years, since it is the 
product of experience. I might, as an illustration, state that I 
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have had in my own office graduates of business colleges who have 
required years of work and study after graduating from those col- 
leges before they have proved themselves to be efficient as ac- 
countants and warranted in styling themselves masters of the 
higher branch of this study. It is most essential that correct 
methods should be used when teaching the principles of account- 
ancy and the instructor should always make an effort to keep 
improving himself so as to be able to meet the requirements of 
the day. 

After a lifetime of the study of accountancy I am still open 
to learn, and feel that the study is like that of almost any other 
subject in having new propositions continually presented ; and it is 
only through a knowledge of the fundamental underlying prin- 
ciples that many of the problems that are presented from time to 
time are possible of solution. 

A man well equipped with a thorough knowledge of advanced 
accounting and with experience in business transactions may com- 
mand a salary of from $5,000 a year upward according to the 
nature of the corporation work which he has to perform; and 
many men that I have known with these qualifications are receiv- 
ing a better remuneration than this. These men, however, have 
become, through an application of knowledge acquired, invaluable 
in the occupations which they follow. 

It would seem, therefore, that when addressing instructors in 
public institutions that are organized to train the young man so 
that when he goes into the business world he may be in no way 
handicapped, and can so grasp the essentials in the situations that 
are presented that he may be enabled to carry out what may be 
necessary to bring about successful issues, a clear perspective must 
be had of the attitude of these instructors. 

The business college is an old and tried institution, and I am 
constrained to say that in my opinion it has not lived up to its op- 
portunities during the past generation or two. It has not done 
so well as it might have done, by recognizing the advances which 
have taken place in the outside business world and working its 
courses up to the level of these requirements. Much might have 
been gained through a wide-awake system of keeping thoroughly 
up with the times. For example, in looking over some of the litera- 
ture of what is judged to be a textbook of considerable worth, I 
find little explanation as to why students do certain things, the 
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writer confining himself more particularly to rules and instruc- 
tions, stating that by following given rules certain results will be 
obtained. In the first place, it seems to me the student or young 
man who has just left his high school requires to be instructed as 
to why he does a thing just as much as to how he should do it; 
in fact, the why would seem to be more essential than the how, 
although there is a logical sequence. 

Perhaps one of the most unfortunate things that could happen 
to a young man would be to place him in the position of having 
to live up to a book of rules without any knowledge of why these 
rules should be applied—without, in fact, knowing why they 
should be used at all. So as to obtain a better and broader sense 
of things, we must always remember that there is room for indi- 
vidualism; and if a student knows thoroughly why a thing should 
be done, there is more chance for expressing his individuality 
when he learns how a thing must be perfurmed. 

The teacher and instructor must necessarily feel that it is his 
province and indeed his duty to use every effort on his part so to 
train his student that he may be equipped to meet each and every 
condition that he will be confronted with when taking up his life 
work, 

It is not expected that the student will be informed on all the 
conditions that surround the problems with which he will be met 
when fairly started in life ; but he should be so trained that he will 
know how to think out a way to carry out the work which is pre- 
sented for his attention. To perform-the work in a counting 
house along lines which are time-honored and which have been 
handed down from generation to generation by the last clerk to 
the present one, and so on, without obtaining the least glimmer of 
why the work is performed in the manner in vogue, should not be 
satisfactory to the new incumbent, and he should avail himself of 
every opportunity to ascertain why the different processes are 
thus conducted. It is at this point that the training that he should 
receive when at the business college should enable him to diagnose, 
as it were, the situation and learn for his future benefit reasons 
for his present activities. I do not mean to state that the young 
man should not be inclined to approach vigorously any work which 
is set before him without first understanding each and every par- 
ticular in connection with the business; but he should from pre- 
vious training have acquired a power of analysis which would 
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serve him in good stead when approaching new spheres of en- 
deavor. 

This early business training is a very serious matter, and in- 
deed it may be said to be vital to the young aspirant, for courage 
will be stimulated when some slight approach to a clear compre- 
hension of what is desired obtains; and there will be a vision of 
accomplishment in prospective which will make for better work 
and superior service rendered. 

In the business world today there is always room for the 
young man starting out in iife, and the field is by no means cir- 
cumscribed. In this day and age so many new inventions are 
being brought forth and so much that has furnished us with means 
of progress in the past has become obsolete that it is necessary to 
be prepared for change of base at all times; and the day for the 
man who travels in a rut and sticks to it has gone by—while there 
is a wide field open to all who are active and alert. To the one 
who desires to climb the ladder of success the way is open only 
when he is alert and ready to assume new positions as fast as old 
landmarks disappear. The call upon him will be for the best that 
is in him and he will have to give liberally of that best when 
called upon. 

From this it would seem to be quite evident that the demands 
upon the teacher and instructor are of no light order, and if he is 
to avail himnself of his opportunities he must be prepared to give 
abundantly of the wealth of knowledge he has obtained during the 
course of his studies and research. And it is clearly evident that 
the best results are not to be obtained unless he has a strong de- 
termination to keep abreast of the times and allow nothing of 
importance to escape his notice so as to enable him to impart the 
desired knowledge to the student. 

It is not my intention to discourse on the advisability of adopt- 
ing the inductive plan of instruction or to set forth the advantages 
of pursuing that of the deductive, but effort should be made in all 
cases to instil in the mind of the student a capacity for under- 
standing which can only be acquired through the greatest perse- 
verance and care on the part of the teacher. I, myself, have sat 
at the feet of men who have so presented their subject that it was 
impossible not to gain some of the knowledge they desired to im- 
part ; and then again I have listened to others who have not stirred 
within me the slightest wish or desire to grasp their meaning. 
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Much—-more than is sometimes supposed—will depend upon the 
teacher as to whether the members of his class are to turn out to 
be successful business men or not; and he who approaches his 
class with the full determination of imparting the knowledge of 
which he is himself possessed, without stint or favor, is bound to 
reap a future reward expressed in the gratitude of the men who 
have studied under him and found that the knowledge so acquired 
has served them in good stead when they have been faced with the 
problems which are sure to confront them in the business world. 
I can well imagine the satisfaction that may come to a faithful in- 
structor when he learns of the successes after much time has 
elapsed of students with whom he has worked and to whom he has 
striven to impart that which he was fully aware would be of im- 
measurable value to them in the future, but which could only be 
appreciated to the full when some success had been reached which 
called for courage and perseverance, coupled with the knowledge 
which was acquired when studying with him. 

It has been my pleasure to observe the love and esteem in 
which a teacher, of the kind that I have in mind, has been held by 
the students who were fortunate enough to have received such in- 
struction—instruction which proved to be of lasting benefit to 
them; and there is nothing that I can think of in the way of 
achievement which can be considered of greater value than to 
hold such a place in the hearts of those whom you have tried suc- 
cessfully to benefit. It is indeed a guerdon to be sought and well 
worthy of your ambition. 

Thus we are compelled to recognize the importance of the office 
filled by teacher and instructor, and it would not require a very 
lively imagination to conclude easily on a definite opinion as to 
their usefulness. It seems to me that each one here must neces- 
sarily feel what a splendid work he has to perform and of what 
advantage he may prove to be in the business world. To each 
one, in his own home city, is presented a field of activity which 
should appeal to almost any teacher and his ambitions should 
have room for play along lines which will be of great benefit not 
only to him but to all with whom he comes in contact. At the 
same time, he may be assured of the greatness of the work he is 
accomplishing in preparing his students to meet the difficulties pre- 
sented in the business world with a stout heart, because of the 
assurance of adequate preparation. 
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There are undoubtedly times when many things will be pre- 
sented which are of a discouraging nature, but these difficulties are 
easily surmounted when one contemplates the good that is being 
wrought out and which will be perpetuated. 

It occurs to me that there are few classes of men who are so 
well situated as you to make yourselves felt for lasting good ; and 
there should be a glow of pride in the bosom of each individual 
present when he contemplates the field which his efforts are to 
cover and the results that are possible of attainment. I say this 
advisedly, because students with whom you are to deal are on the 
threshold of their opportunities, and it will be to them, to a marked 
extent, a successful life, according to the knowledge attained while 
under your care. A survey of this situation should instil in you 
a desire to bring out of these young men the very best that they are 
capable of producing, and the pride which you will have in their 
success will be to you more than any other possible reward. 

The measure of success in a man’s achievements will be gauged 
by results which are of lasting benefit to the community in which 
he lives by the sum of good that he has performed to mankind. 
In what better way can we benefit our neighbors than by fitting 
them in a praiseworthy manner to meet the difficulties which are 
rife to the individual who has to face the business world with all 
its problems? 
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The public accountant who numbers public utilities among his 
clients finds his work considerably affected by public utility laws 
and the rules and regulations prescribed by public service com- 
missions. If he is not careful to take them into account he is 
liable to involve himself and his clients in difficulties which may 
prove expensive. That which may be sound and justified by cor- 
rect accounting principles may prove inexpedient when applied 
to the special conditions of public utility accounting. It is useless 
to explain to an angry client that commission practice is wrong 
in principle, and worse than useless to say that he, the accountant, 
never dreamed the commission ruled thus and so. It is the duty 
of a public accountant to know public utility laws and commission 
practice generally. 

By “sinking fund” we usually mean the fund set aside in 
periodical instalments from the profits and invested at interest 
which will produce at some date in the future the total amount 
required to pay off an issue of bonds or other capital liability. In 
valuations of public utilities for rate-making purposes this fund is 
not admitted as a part of the utilities’ investment upon which to 
base reasonable rates. This is correct in principle, for the payment 
of such a debt should be made out of profits; it is not an expense 
that should be charged to the consumer as a part of his rate. 
There is, of course, an exception to this rule in the case of 
municipally-owned utilities, where the works are built from the 
proceeds of bonds. 

The term is frequently applied to the fund created for the pur- 
pose of providing for the replacement of original capital when the 
plant-units in which the latter was invested become worn out or 
obsolete. It has grown quite naturally from the use of the “sink- 
ing fund for depreciation” rule; i.e., setting aside for deprecia- 
tion periodically such sums as with accumulated interest will 
amount to the sum required for replacement at an assumed date 
in the future. It is unfortunate, because now when we say “sink- 
ing fund,” unless we specify its purpose, nobody knows just what 
we mean by it. It is also a misapplication of the term. “Sinking 
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fund” implies that the fund is inviolable; using any part of it for 
other purposes destrovs its usefulness and all calculations on 
which its accumulation is based. But if past general custom and 
present state laws and commission regulations continue to be fol- 
lowed, a sinking fund for depreciation is bound to be continually 
drawn upon to pay for additions and extensions. And even if it 
is not, nevertheless the element of human error in estimating the 
time when replacements will be necessary is so large that the sink- 
ing fund rule for depreciation is in practice unsafe and un- 
workable. 

Aside from this, moreover, the use of the term “sinking fund” 
in the sense of a replacement fund is apt to cause confusion in 
the minds of commissioners that might prove costly to the utility. 
As said before, a sinking fund for extinguishing a capital liability 
may not be counted as part of the investment in a rate-making 
valuation. But a replacement fund is, or should be, so counted, as 
it is an asset which is “property used or useful in the public 
service.” If the utility accountant insists on calling his replace- 
ment fund a sinking fund he stands a fair chance of failing to 
make the commissioners understand the vital difference between 
a sinking fund for bonds and a sinking fund for depreciation. 

In mnaking rate valuations the present rule, the result of years 
of experiment and litigation, is to 


Value physical property at cost to reproduce new, less theoretical 
depreciation based on age; 

Add working capital, usually an estimate of the amount reasonably 
required to carry on operations for sixty or ninety days; 

Add an allowance to cover the intangible value of the business as 
a going concern, usually more or less of a compromise between 
the guesses of witnesses on both sides! 


Only such property as is “used and useful in the service of 
the public” can be admitted in a rate valuation. As stated before, 
a sinking fund for bonds or other capital obligation is not ad- 
missible, nor are surplus funds, invested in some outside enter- 
prise. The question of admitting a replacement fund has been 
raised but not yet definitely and universally settled. Some com- 
missions have admitted it; others have rejected it. Somewhat 
inconsistently some of the iatter have made no objection to in- 
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cluding in the physical value additions and extensions which have 
been paid for out of replacement funds. But be the custom what 
it may, it is right and just that if proper and adequate deprecia- 
tion has been charged in the past, the funds representing the 
accumulation of these charges should be admitted as a part of the 
“property used and useful in the service of the public.” They 
represent for the time being that portion of the original physical 
assets which has theoretically depreciated but has not yet been 
replaced. The funds being held for the sole purpose of making 
replacements, thereby insuring continued economical service, are 
dedicated to public use. The owners of the utility get no direct 
benefit from them except where the utility goes out of business. 

Being so intimately connected with the physical plant, the re- 
placement fund should form a part of the physical valuation. 
That is to say, granting that adequate depreciation has always 
been charged in the past, the cost of plant (historical or based on 
reproduction-new, as the case may be), less depreciation, plus the 
replacement fund should always, in theory at least, equal the in- 
vestment in the plant, original and additions. It is admitted that 
this point is rather academical—few utilities have made anything 
like adequate provision for depreciation—but it is brought for- 
ward here to illustrate clearly the function of the replacement 
fund in rate valuations, é 

Under public utility laws and commissions a new era has 
dawned in the matter of providing for depreciation. The ac- 
counting schedules of the interstate commerce commission contain 
general rules for depreciation accounting and nearly all state com- 
missions have prescribed similar rules and accounts. Except in 
individual cases the commissions have not yet undertaken to fix 
rates of depreciation, but they have called on the utilities to adopt 
their own rates and rules, filing them with the commissions. But 
as fast as utilities come before the commissions for valuations in 
rate-making cases, the latter are perforce compelled to make some 
attempt to ascertain and prescribe adequate rates. In theory they 
try to fix such rates according to local and individual conditions, 
which is, of course, the only proper way. Commissions being 
quasi-judicial bodies, however, every decision creates a precedent, 
and however strenuously they may disclaim it, the tendency to 
evolve life-tables and rate-scales applicable to all utilities is too 
strong to resist. Eventually, no doubt, a uniform scale will be 
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prescribed for all utilities of the same class under the jurisdiction 
of each commission. Probably should the actual experience of 
any utility prove so much more favorable than others as to en- 
hance unduly its surplus account, the commission will correct the 
error by reducing the rate of fair return. That is to say, instead 
of disturbing the uniform rate of depreciation charges applicable 
to all utilities, the commission will be more apt to reduce the rate 
of “fair return” to the utility, thereby reducing the rates to the 
consumer. As the excessive depreciation charge will go on accu- 
mulating more than actual replacement requires, the utility will be 
able to recoup itself from time to time by transferring the excess 
from the depreciation reserve to surplus and declaring extra divi- 
dends. In this way the stockholders will eventually receive their 
real “fair return” while the consumer will have the benefit of the 
favorable location and conditions. This is, however, a mere sur- 
mise. Under the corporation income tax law the federal treasury 
may have something to say about it! 

In a rate valuation the commissions almost invariably use the 
“straight-line rule” in estimating depreciation. That is, given a 
table showing the estimated life of the units making up the plant, 
the depreciation at any given date is presumed to be exactly pro- 
portional to the known or estimated age of the unit; e.g., if a 
holder in a gas plant is assumed to have a life of fifty years, the 
depreciation at the end of twenty-five years will be just one-half 
the original cost. It goes without saying this is both theoretically 
and practically incorrect. Depreciation actually works on an 
ascending curve decidedly accelerated toward the end of the unit- 
life. But it is the simplest and easiest way to calculate deprecia- 
tion, so the commissions have adopted it. Now in accounting for 
depreciation there are eight methods open to the management and 
accountant, and as an accounting proposition per se no exception 
would probably be taken to any of them by the commission, except 
that they would not allow the method adopted by the utility to 
afrect the rate to the consumer. That is to say, if the utility for 
reasons of its own chose to adopt the “arbitrary descending rule,” 
ie., charging heavy depreciation in earlier years, the commission 
would probably make no objection; but it would base the con- 
sumers’ rate on the “straight-line rule” just the same, and leave 
the utility to get the earlier difference out of its net income. 

But it should be remembered that while all the rules will pro- 
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vide the same amount of accumulation at the end of the assumed 
unit-life (granting that all calculations work out correctly), none 
of the other seven will produce the same amount of accumulation 
as the “straight-line rule” at any intervening date. Therefore, 
since the commissions adopt the “straight-line rule” it will be wise 
for utilities to do the same. For if by one of the other rules the 
utility has, at date of valuation, accumulated less than is called for 
by the “straight-line rule,” it will be allowed only what it has ac- 
tually accumulated; and if it has accumulated more, the excess 
will be rejected as not being necessary for the use of the public 
at that time. The utility may argue, and quite correctly, that in 
the end its particular rule will work out the same result as the 
“straight-line,” but the commission will be apt to reply that it 
cannot take any chances on what changes future managements 
might make in depreciation rules. 

This point is an important one, to the writer’s mind, and worth 
illustrating more concretely. Let us compare the “straight-line” 
with the sinking fund rule to provide for the depreciation of a 
plant-unit costing $100,000, with a life of twenty years, when said 
plant is subjected to a rate-valuation at the end of ten years. 


By straight-line rule the commission ascertains the de- 


pveciodion to $50,000 
By the sinking fund rule the utility has accumulated, 
approximately, to take the place of depreciation....... 41,000 


Not having the difference in cash or other liquid assets of $9,000 
the utility will not be allowed to include that amount in its total 
physical value. 


The rates to the consumer being thereupon fixed on the basis 
_of the fair value as determined by the commission, it follows that 
the utility will never be allowed to earn a fair return on that miss- 
ing $9,000, unless it can secure a revision of the rates at the end 
of twenty years when.it would have the full amount of required 
accumulation for replacement. 

To recapitulate : 

Sinking funds, i.e., funds accumulated for the purpose of ex- 
tinguishing bonds or other capital obligations, have no standing 
in a rate-valuation. They will not be admitted as part of the 
“property used and useful in the service of the public.” 
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“Sinking fund for depreciation,” or other similar purpose, is 
a misnomer and should never appear on a utility’s balance sheet. 
It is liable to cause confusion in the minds of commissioners that 
may lead to serious loss in future income. 

The sinking fund rule of providing for depreciation is not de- 
sirable for public utilities as long as commissions do not use it in 
rate-valuations. 

A word on another point—which, to be sure, has more to do 
with the financial policy of the utility than with its accounts— 
may not be out of place. It is generally recognized that it is 
proper and sometimes desirable to use the funds accumulated 
through depreciation charges to make additions, improvements 
or extensions to the original plant. Theoretically, every such in- 
vestment of replacement funds must be regarded in the light of a 
more or less temporary loan from that fund to construction. It 
may or may not have to be repaid at some future date when re- 
placements are required. The laws of some states, commission 
practice in others, recognize this custom. One state (New Jer- 
sey) specifically provides that the depreciation reserve or replace- 
ment funds may be expended for such additions and extensions. 
But in this connection the public accountant should give very 
careful study to laws and commission decisions and rules bearing 
on financing. Where there is the slightest doubt or ambiguity 
as to what new securities may be issued for, he should advise his 
client to lose no time applying for statutory permission to issue 
new securities for additions and extensions no matter how ample 
may be the replacement funds. Otherwise, at some date far in 
the future the utility may find it difficult, if not impossible, to 
issue new securities to cover these additions, thereby securing 
the money necessary to repay the replacement funds used. 

The writer has in mind the peculiar and unhappy predicament 
in which a certain utility in an eastern state found itself a few 
years ago. It had made some extensive additions to its plant, 
paying for them with money borrowed on temporary notes, re- 
newed from time to time until the work, covering several years, 
was completed. Then it went to the commission for permission 
to issue bonds with which to fund the notes. The commissioners 
acknowledged the expediency of the additions, did not doubt that 
the notes represented proper capital expenditures and quite ap- 
proved the idea of funding them, but regretted that they must deny 
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the request because the law in terms expressly forbade the issue 
of bonds for the purpose of paying “existing indebtedness”! The 
bonds should have been taken out as the work progressed. The 
money having been borrowed from outside sources, this case is 
not exactly on all-fours with one where the money might be taken 
from the replacement fund, but as the same law also forbade the 
issue of securities for replacement purposes it is quite possible the 
commission might have taken a similar stand in the latter case. 

It is true that a policy of making additions and extensions 
from new capital only will result ultimately in public utilities 
finding themselves with large amounts of practically idle funds 
awaiting the day of replacements. Nevertheless, the situation 
will be theoretically correct, for there is no doubt replacements 
must be made some time, and the funds must be available to 
make them. If the funds are “borrowed” for additions there is a 
chance that they will not be so available when needed. 

It may be well to add for the benefit of the uninitiated that the 
alternative of using surplus funds for such additions in lieu of 
new capital or replacement funds is, or at least will be, more ap- 
parent than real, for the main object of rate regulation is to pre- 
vent public utilities from earning more than a fair current return 
on the actual investment. When the present period of revaluation 
is over and provision has been made for every form of depreciation 
and amortization imaginable, public utilities will have no more 
than a nominal surplus. There will be no use for a substantial 
surplus, and the mere fact of having one would be the signal for 
another reduction of rates. Moreover, if surplus funds were used 
for extensions it is highly doubtful if new securities ever could be 
obtained for the latter. Few commissions would have the cour- 
age to permit the issue of bonds knowing that the proceeds would, 
or might, be used for the purpose of paying dividends. 
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By Gorpon WILSON 


The package accounts of a cement company present several 
features that are interesting from a purely accounting point of 
view, to say nothing of the importance of properly analyzed pack- 
age accounts from the standpoint of the officers and directors of 
the company. Profits taken up, but not earned, must be disposed 
of in a satisfactory way, and certain contingent liabilities must 
be provided for. Package transactions constitute quite a consider- 
able percentage of the total bills rendered of a cement company ; 
and credits and payments for returned empty sacks form no small 
part of the transactions recorded in its accounts receivable ledgers. 
The general subject of accounting in connection with returnable 
packages has been receiving a great deal of well-merited attention 
lately, so a little special discussion with reference to the package 
accounts of a cement company may be in order.* 

Portland cement is generally shipped in this country in two 
styles of package, the non-returnable paper bag and the returnable 
cloth sack, each of which contains a quarter of a barrel of cement. 
The paper bags are sold with the cement at a price of ten cents a 
barrel, or two and one-half cents each. They are shipped at the 
purchaser’s risk of breakage, and, being non-returnable, no par- 
ticularly complicated accounting is required in their handling. 
The net profit or loss on the month’s paper bag transactions is 
readily ascertainable at the close of the period, and may be shown 
as such on the month’s profit and loss statement. In the case of 
cloth sacks, however, matters are different. These sacks, which 
generally cost when new slightly under ten cents each, are sold, 
when filled with cement, at ten cents each. The price quoted for 
a barrel of cement includes forty cents for the four cloth sacks. 
The stipulation is made that the sacks must be paid for with the 
cement; and the cement manufacturer agrees, in his contract of 
sale, to repurchase at ten cents each from the purchaser of the 
cement such of the cloth sacks as may be returned in fit condition 


*Although Mr. Wilson’s article deals solely with the accounting for returnable 
packages in the cement industry we believe that the question discussed will be found 
of interest to those concerned with the accounting of every industry in which the 
returnable package plays a part.—£ditor. 
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for further use. It is also stipulated that the customer must pay 
the freight on the returned empties, and that the cement manu- 
facturer’s count and inspection shall be final in determining which 
sacks shall be repurchased. 

Certain other conditions arise in practice which must be pro- 
vided for. The sack end of the cement business is a fertile field 
for disputes between manufacturers and their customers, and it 
is sometimes imperative that arbitrary allowances be made. These 
allowances fall into three classes : 


First: Allowances that the cement manufacturer makes as an 
accommodation to his customers, as, for instance, if a customer 
returns a thousand sacks, of which nine hundred and ninety-nine 
are available for further use. It might be considered expedient 
and reasonable to pay the customer for the full thousand sacks, 
although only nine hundred and ninety-nine could be taken into 
inventory. 

Second : Allowances made under obligation, as, for example, in 
cases where a shipment of cement gets to a customer with some of 
the sacks torn. In cases of this kind, the manufacturer, in order 
to protect delivery of his product in good condition, may find it 
necessary to allow the customer credit for the damaged sacks, 
although they may be quite unfit for further service. 

Third : Forced allowances representing small uncollectible sack 
balances on the sales ledgers. These balances arise directly from 
sack disputes. They are not sufficiently large to justify any great 
trouble or expense to secure their collection, so the wise thing to 
do is to charge them off. At the same time, since they are distinct 
and separate from regular commercial transactions in cement, arid 
arise entirely in connection with the package end of the business, 
it is desirable that they be given recognition in the package 
accounts rather than to charge them off to bad accounts. 


Needless to say, it is to be expected that all these allowances 
will be held down to an absolute minimum. 

The operating end of the question also must be considered. 
The labor of receiving, counting, inspecting, cleaning and mend- 
ing the returned second-hand sacks, in order to put them into the 
same condition of availability for further use as new sacks, is 
quite an important detail in the operation of a cement plant. It 
is necessary that properly defined cost accounts be set up to cover 
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this work. Finally, there is the question to consider of certain 
inventory deficits which result from the accidental acceptance of 
sacks that prove to be unfit for further use, from regular inventory 
shortages, and the disposition to be made in the accounts of sacks 
of the company’s brand which are received without means of 
identifying the shipper, and of unclaimed sacks of foreign brands. 
Foreign sacks, unless reclaimed by the customers who inadver- 
tently sent them in, are generally exchanged between cement 
manufacturers, an arbitrary price of five cents each for all good 
and repairable sacks being set as a basis for the exchange. 

It is essential from every standpcint of accounting and admin- 
istration that the package accounts be kept separate and distinct 
from all the regular operating and income accounts of a cement 
company; and when the principles underlying the package 
accounts are analyzed, the necessity of this method of handling 
becomes even more obvious. The fundamental principles to 
consider in designing a system of package accounts are as follows: 

1. When a barrel of cement in cloth sacks is sold, the trans- 
action is not complete with the delivery and invoicing of the 
cement to the customer. There still remains to be discharged a vital 
and essential part of the contract of sale, to wit, that when the 
customer returns the empty cloth sacks the cement company will 
perform all the work necessary to count and inspect these sacks 
and refit the great majority of them for further use, paying the 
customer ten cents each for such sacks as have been returned in 
condition for further service. 

2. When a cement manufacturer puts into service and sells 
for ten cents a sack that has cost him, say, eight cents, the profit of 
two cents has not been earned forthwith. The sale has been made 
subject to the obligation to repurchase the sack for ten cents if 
returned in good condition; and the profit has not been earned 
until the sack has been finally sold for ten cents—that is to say, 
until it is sent out on its last trip. The sack may make one trip 
before being put out of commission or it may make twenty trips, 
so this point alone is well werth careful study. 

3. The price of new cloth sacks varies widely from time to 
time, depending on the fluctuations of the cotton market. These 
sacks once put into service lose their identity absolutely, and there 
is no practical way of distinguishing the sack that cost seven cents 
new from the sack that cost nine cents. Therefore, second-hand 
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cloth sacks must be inventoried at some arbitrary figure. The 
question of depreciation does not need to be considered, because 
it is an established principle in the cement industry that the wear 
and tear on cloth sacks shall be finally borne by the consumer of 
the cement. It has been found most convenient in practice to 
inventory the second-hand sacks at ten cents each—the price at 
which they have been repurchased from customers and the price at 
which they will be resold. This constitutes an inventory inflation 
to the extent of the difference between ten cents a sack and the 
price at which the sacks were purchased when new; but this 
inventory inflation need not be inconsistent with the principles of 
conservative accounting if, on the other side of the balance sheet, a 
liability is set up to cover the inflation on the sacks so inventoried. 

In our consideration of the first of these problems, we may 
begin by laying down the proposition that when a barrel of cement 
is sold in cloth, the actual net profit cannot be stated until pro- 
vision has been made for discharging the contractual obligation 
that exists to perform certain work in connection with the returned 
empty sacks. We may go further and say that this provision must 


go to the extent of comprehending a proper proportion of all the © 


various losses and expenses to which the manufacturer has sub- 
jected himself by consenting to ship his product in a returnable 
package. Therefore, the first thing to do is to ascertain, from past 
experience, the relation between the sum total of all these losses 
and expenses and the number of barrels shipped in returnable 
cloth sacks—to figure out, in other words, the cost per barrel 
shipped in cloth of doing all the things that are necessary in hand- 
ling the returned, second-hand sacks and putting them back on 
the same basis as brand-new sacks. When this figure has been 
worked out, profit and loss may be charged, and a “provision for 
handling returned cloth sacks” credited each month with a suffi- 
cient sum to provide for the subsequent handling of all the cloth 
sacks which are likely to be returned from the month’s shipments. 
By pro-rating each year’s sack expense against each year’s ship- 
ments in cloth for a number of years, a fair average figure may 
be obtained which will equalize variations in yearly sack handling 
costs and in the percentage of sacks which fail to come back each 
year; and this figure will form the basis for a conservative esti- 
mate of the sack handling losses and expense per barrel to be 
shipped in the future. 
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Against the provision for handling returned cloth sacks may 
be charged: 
A. The cost of receiving, cleaning, counting, inspecting, 
mending and warehousing returned sacks. 
(This information should be analyzed and itemized in 
regular cost sheet form, and unit costs per thousand 
sacks shown.) 


B. Inventory value of sacks which have been accepted, but 
which prove to be worthless when the attempt is made 
to repair them or to refill them with cement. 


C. Inventory shortages and deficits disclosed by physical in- 
ventories. 


D. Cost of handling and disposing of accumulations of 
worthless and foreign sacks. 


E. Cost of return tags, instructions for bundling and ship- 
ping, and other material furnished customers to assist 
them in returning empty sacks properly and safely. 


F. Arbitrary allowances made, in issuing credits, purely as an 
accommodation to customers and for the purpose of 
retaining their good-will. 


G. Arbitrary allowances on sack credits, made under obliga- 
tion. 


H. Forced sack allowances. 


I. Freight on sack shipments which is justly chargeable to 
customers, but which has not been deducted from their 
credits. 


As an offset to these charges, the following items of miscel- 
laneous income, arising directly out of returnable package trans- 
actions, may be credited to the provision account: 


J. Proceeds of sales of unclaimed foreign sacks to the cement 
manufacturers whose brands they bear. 


K. Inventory adjustments, resulting from the purchase, from 
other cement manufacturers, of sacks of the company’s 
brand, which sacks are purchased at, say, five cents 
each, but are inventoried, with other second-hand sacks, 
at ten cents each. 

202 


| 


Accounting for Cement Packages 


Sacks of the company’s own brand which are received without 
tags or other means of identifying the shipper, either by railroad 
records or otherwise, should be held in a liability account to the 
credit of unknown sack shippers, until it is evident that they will 
never be claimed. They may then be credited to the reserve for 
handling under caption K, or to a special sub-account, as may be 
desired. The same general plan should be followed in the case of 
sacks received from parties with whom no contract to repurchase 
exists. Such parties frequently acquire their sacks from rather 
questionable sources, and are not prone to reclaim them when 
they find they cannot realize on them. 

A monthly statement, exhibiting these various charges and 
credits in detail, together with the credit by provision raised from 
profit and loss, will give the executives of a cement company an 
excellent review of the manner in which the returnable package 
end of their business is being conducted. More minute analyses 
may be made if desired, and cumulative figures for the current 
year, or comparative figures for previous years will also be found 
to be of value. The statement will serve as a detailed analysis of 
the balance that is shown to the credit of provision for handling 
returned cloth sacks on the balance sheet; and, if supplemented 
with statistics regarding the number of good, repairable, worthless 
and foreign sacks received and the number of new and second- 
hand sacks shipped, will give a thorough bird’s-eye view of the 
work of the sack department. The personal element enters so 
largely into both the work of inspecting sacks and passing credit 
for them that no very detailed control or audit can be exercised ; 
therefore a review of this kind is most necessary. 

The next question to be considered is the disposition to be made 
of the profit that is taken up when a new sack is put into service. 
This profit will not be earned until the sack dies—until it has made 
its final trip and will never be returned to the manufacturer again. 
As has already been explained, the sacks lose their identity when 
- once put into service and no one knows how long any sack is going 
to last. A sack may be totally destroyed on the first trip it makes ; 
and, on the other hand, I know of a certain lot of sacks that have 
been in more or less active service for nearly fifteen years and 
which are still hale and hearty. Therefore, the only practical 
angle from which to consider this problem is that of the average 
life of a cloth sack. People who have studied the question agree 
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that a cloth cement sack makes, on an average, seven or eight trips 
before it dies, and that its average life is two years. In view of 
these facts, is it not reasonable and sufficiently conservative to 
credit the difference between cost and selling price of new sacks, 
as they are put into service, to a reserve account entitled, “Un- 
earned profits on cloth sacks” ; carry this difference in that reserve 
for two years ad then take it into profit and loss as “Earned 
profits on cloth sacks”? 

Theoretically, the balance to the credit of the provision for 
handling returned cloth sacks should at all times be sufficient to 
pay for the expense of taking back into inventory all the outstand- 
ing cloth sacks which are likely to come back, while the balance 
in the unearned profits on cloth sacks account should be equal to 
the difference between cost and selling price on all second-hand 
cloth sacks that are either in inventory or likely to be returned to 
inventory. These are pretty hard conditions with which to comply, 
however, especially in the case of a going concern which has been 
in business for a long time, so some practical solution of these 
questions must be sought. My accounting experience embraces 
the handling of several hundred million cement sacks, both in- 
bound and outbound, and I have studied the question from every 
point of view, but I will frankly confess that I have no idea how 
many sacks of my company’s brand are in existence and likely to 
come back to us. There is no way of telling, because there is no 
way of knowing how many of the sacks have been destroyed or 
diverted to other uses. Therefore, I believe that a happy medium 
between theory and practice may be struck, and the interests of 
conservatism sufficiently considered, if we approach the problem 
from another angle. 

When a cement company sells a sack of cement, the sack is not 
lent—it is sold. It becomes the property of the purchaser, to be 
disposed of as he pleases. That part of the company’s accounts 
receivable which is made up of charges for sacks is essentially no 
different from the part that is made up of charges for cement or 
for freight. The sacks have passed out of the ownership of the 
cement company and beyond its control. True, the obligation to 
repurchase the sack, if it is returned in good condition, still re- 
mains ; but when it becomes operative the cement company simply 
acquires an asset which it requires in the regular conduct of its 
business and which it can sell at the same price, ten cents, that it 
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pays for it. Therefore, as long as a cement company is estab- 
lished as a going concern, and is not obligated to conduct its ac- 
counts on a liquidation basis, is it not justified in ignoring certain 
intangible and contingent liabilities represented by sacks out- 
standing in the hands of customers? 

I believe that, in practice, the balance in the provision for 
handling returned sacks account should be sufficient to pay for 
the cost of completing the handling of all the sacks on hand at the 
time of closing the accounts, but that otherwise it will be sufficient 
to raise each year only a sufficient provision to pay for the handling 
of the sacks received in that year. The balance to the credit of 
unearned profits on cloth sacks should at all times be sufficient, at 
least, to offset the difference between ten cents and a fair approxi- 
mation of what the sacks cost when new, on all second-hand sacks 
carried in inventory at ten cents each; and any excess over this 
amount that stands to the credit of the reserve may be justly 
regarded as a gratuitous tribute to the cause of conservative 
accounting. 
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EDITORIAL 
What Is a Trade Loss? 


It would be interesting to ascertain the process of reasoning 
by which the treasury department arrived at the conclusion that 
sometimes a gain is a gain but a loss is not a loss. 

To the ordinary man a recent decision of the treasury that 
in the return, of income the taxpayer should not be allowed to 
deduct losses sustained in certain sorts of trade is utterly incom- 
prehensible. The law specifically states that losses incurred in 
trade are deductible and yet the treasury in its administration of 
the law presumes to specify certain losses incurred in trade as 
not losses within the meaning of the act. Probably one of the 
most confusing points in the controversy is the definition of trade. 
Let us see how some of the authorities define trade. 


(1) A - gana learned or carried on for procuring subsistence or 

rofit. 

(2) Buying and selling for gain or as a means of livelihood; mer- 
cantile traffic; commerce; hence any individual bargain. 

Standard Dictionary. 

(1) The exchange of commodities for other commodities or for 
money ; the business of buyi ying « or selling; dealing by way of sale 
or exchange; commerce; tr 

(2) Trade comprehends every species of exchange or dealing, either 
in the produce of land, in manufacture or in bills or money. 

Century Dictionary. 

Any sort of dealings by way of sale or exchange. 

Bouvier’s Law Dictionary. 
The act or business of exchanging commodities by barter; or the busi- 


ness of buying and selling for money. 
Black’s Law Dictionary. 


In the case of May vs. Sloan (101 U. S. 237), the supreme 
court found that the word trade, “in its broadest signification, 
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includes not only the business of exchanging commodities by 
barter, but the business of buying and selling for money, or 
commerce and traffic generally.” 

From these authorities it seems perfectly clear that the word 
trade means any transaction in which buying and selling are 
involved, particularly with the idea of making a profit (it is safe 
to assume that all transactions are based upon the hope of profit). 

The ruling of the treasury department is that losses sustained 
in the purchase and sale of securities, unless such purchase and 
sale constitute the principal business of the taxpayer, are not 
deductible from the return of income; but it holds that gains 
resulting from such transactions must be considered as taxable 
income. 

The question seems so absolutely clear to everyone outside the 
treasury department that in justice to the officers of that branch 
of the government some explanation should be made by those who 
are able to follow the process of reasoning displayed in the 
treasury rulings in this case. 

It evidently was not the intention of the framers of the income 
tax law that such a distorted view of commercial transactions 
should be taken. 

We learn from the Congressional Record of April 26th, 1913, 
that, in response to questions the Honorable Cordell Hull (who 
was chiefly responsible for the framing of the income tax bill) 
stated: “If he (the taxpayer) is simply making a casual invest- 
ment of that kind now and then, or here and there, I think he 
would report his gains for taxable purposes, and probably would 
be allowed for his loss. It would not be a trade loss, but set off 
against the particular gain from the other stock transaction.” 

In an excellent pamphlet containing practical questions and 
answers covering the income tax law, published by the Broadway 


Trust Company, the following questions and answers occur : 
@ 


(30) Q. I purchased 10 shares of stock in 1913 and sold them in 1914 
at a loss. Can I deduct the loss? 

A. According to the treasury department’s regulations you cannot de- 
duct the loss unless it was incurred “in trade.” The statute allows an 
individual to deduct losses incurred “in trade.” The treasury department 
in interpreting the statute, holds that “in trade” means the trade in which 
a person has invested money otherwise than for the purpose of being 
employed in isolated transactions, and to which he devotes at least a part 
of his time and attention, and that as to losses on stocks, grain, cotton, 
etc., if such losses are incurred by a person engaged in trade to which the 
buying or selling of stocks, etc., are incident as a part of the business, as 
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by a member of a stock, grain or cotton exchange, such losses may be 
deducted. 


(31) Q. I am not a banker or broker. I do, however, sometimes pur- 


chase and sell stock and bonds by way of investment or as a speculation. 
Can I deduct my losses? 

A. According to the treasury department’s view, mentioned in the pre- 
ceding answer, _ cannot. It is believed, however, that that view will 
not be upheld by the courts. It can hardly be claimed that congress 
intended to tax a person’s profit on such transactions and not allow him 
to offset against such profit such losses as he may have sustained in trans- 
actions of the same character. If a person is not permitted to deduct 
losses on such transactions, it would seem reasonable to allow him to 
exclude from his income tax return any profit he may have made on those 
transactions. 

It should be observed that this and the preceding answer relate to in- 
dividuals and partnerships and not to losses sustained by corporations. 


Enough has been said to demonstrate the utter fallacy of the 
treasury’s action in the matter of trading losses. 

A feeling of annoyance prevails throughout the country at 
this ridiculous discrimination between trade when it results in 
gain and the same trade when it results in loss. The act does 
not limit income as it does losses to “trade,” but it is absurd to 
differentiate for purposes of taxation between transactions of the 
same character. Apparently the treasury department itself is 
beginning to waver in its opinion. According to a report emanat- 
ing from the Chamber of Commerce of the United States of 
America a conference was held at the treasury department be- 
tween a committee of the chamber of commerce and officers of 
the government at which the treasury officers pointed out that if 
the administrative regulations wrongly construed the law persons 
who have paid more tax than the law requires will be properly 
reimbursed and suggested that persons who have sustained losses 
of the kind in question could preserve their rights by entering 
these losses, clearly described as to the fact that they are outside 
the ordinary business, on their return. 

To the ordinary mind it seems that it would be far better for 
the treasury department to make rulings which are in conformity 
with the law and to avoid inflicting upon taxpayers the incon- 
venience and loss caused by excess taxation followed by the 
doubtful and protracted hope of reimbursement. 

Probably the matter will reach the courts before long as the 
treasury ruling is imposing grave injustice upon many taxpayers. 
The sooner the question is definitely settled the better it will be 
for all concerned. 
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Editorial 


Progress Toward Absurdity 


Some of the genial gentlemen in Minnesota apparently have 
been contemplating the reform idea of state administration, have 
been imbued with the sense of its manifold virtues and have 
determined to do even better. 

An organization bearing the impressive title “The Efficiency 
and Economy Commission” has prepared a final report of its 
activities and proposes a bill for reorganizing the civil administra- 
ton of the sovereign state of Minnesota. 

With the great part of that unique report we are not directly 
concerned. If Minnesota desires to adopt the methods described 
by the members of the “efficiency and economy commission,” 
Minnesota will only have itself to blame; dut in article VIII 
occur certain proposals which appeal to us as being altogether 
original. 

Under this article the commissioner of labor is to have charge 
of the licensing, among others, of barbers, horseshoers, chauffeurs 
and certified public accountants. Upon this commissioner must 
devolve all powers and duties now conferred by law on the state 
board of accountancy, which is to be abolished. 

Licenses issued under this article would bear the signatures of 
the commissioner of labor and the commissioner of standards and 
the director of labor and commerce. 

It is eminently gratifying to know that some of the people of 
the northwest have properly estimated the standing of certified 
public accountants. Barbers, farriers and accountants—the theory 
that accountancy is a profession has been routed horse and 
foot by the wisdom of the Minnesota “efficiency and economy 
commission.” 

Think also how vast an amount of value will attach to the 
signatures of a commissioner of labor and a commissioner of 
standards when they certify to the ability of a public accountant. 
Their professional knowledge of accounting is so certain to be 
unimpeachable. 

The report of the commission would be dangerous if it were 
not so absurd. It is impossible to believe that any body of sane 
legislators would adopt such recommendations as are embodied 
in that report, but what shall be said of a commission which 
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voluntarily prepares so extraordinary a document and affixes its 
signatures thereto? 

Probably the bill will die its well-merited death, but we extend 
our sympathy to the accountants in Minnesota who are burdened 
with the presence of this preposterous commission and its report. 


Comparative Ethics 


In a recent issue of The Accountants’ Magazine, Edinburgh, 
appeared a letter written by a firm of accountants or an individual 
accountant in the United States in which touting for business was 
more than usually offensive. 

The same circular letter was reprinted in The Accountant, 
London, followed by the comment: “It will be interesting to 
learn from our American readers how such communications are 
regarded locally.” 

The question asked in The Accountant is rather unnecessary. 
American accountants of standing universally deplore the action 
of some of the members of the profession who consider that 
accounting is merely a business, and as such is to be treated in a 
purely commercial spirit of pushfulness. 

We are never great believers in the tu quoque manner of 
argument, but in this case it seems almost justifiable. In reply 
to our esteemed contemporary in London we would say that 
American accountants regard certified public accountants who 
circulate such touting letters as being entirely in the class with 
chartered accountants in this country who go to the clients of 
other accountants and solicit their work in the most unprincipled 
and undignified way. When some of the British accountants in 
this country have learned the elements of professional ethics it 
will be time enough for their friends in Great Britain to classify 
as American certain reprehensible practices in this country. 

From the American point of view we utterly deplore the 
methods pursued by a certain class of men whether they be 
certified or chartered. It might be useful to suggest that reputable 
accountants in both countries should work together to eliminate 
abuses which are preponderantly un-American and un-British. 
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Editorial 


A National Budget 


THE JouRNAL oF AccouNTANCY has taken a vital interest in 
the agitation for establishment of a budgetary system for the 
United States, and it is therefore pleasant to record that the 
Chamber of Commerce of the United States of America (which 
is in many ways the most representative commercial body in the 
country) has reaffirmed its faith in a budgetary system. 

At a recent meeting of the chamber of commerce held at 
Washington the following resolution was unanimously adopted: 


Whereas, the Chamber of Commerce of the United States of America 
has since its inception taken an emphatic interest in the great financial 
and educational questions connected with the proposal for a national 
budget and for budgetary procedure in exhibiting and determining the 
revenues and expenditures of the government annually and the plans for 
future work and, 

Whereas, the chamber in its first referendum to its constituent bodies, 
in 1912, has recorded itself by an overwhelming majority of votes in favor 
of such procedure and of such an annual budget, 

Now, therefore, be it resolved, that the Chamber of Commerce of the 
United States of America reaffirms its approval of the proposal for a 
national budget and for budgetary procedure in relation to the annual 
estimates of the executive departments and in connection with the annual 
appropriations for expenditures by congress, and urges upon the attention 
of the president of the United States and of the members of congress the 


advantage of, if not the necessity for, great improvement in the present . 


methods of preparing and publishing estimates both of expenditure and of 
revenue; and that the chamber further recommends to the consideration 
of the president and of congress the proposals for budgetary procedure 
which have been exhibited by the chamber in its original referendum and 
in its publications subsequent thereto. 


Surely the time must be near when the echo of a universal 
demand for business methods will penetrate even the walls of the 
halls of congress. 
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Issuance of Securities in New York 


[The following excerpts from the 1914 report of the division of 
capitalization of the New York public service commission (second 
district) are of considerable interest to those accountants who are 
brought into touch with the preparation of accounts and reports of 
corporations seeking authority for the issuance of securities. The 
report as a whole reflects great credit upon H. C. Hopson, chief of 
the division, and his staff.—Editor, Tae JourNaL or AccounTANCY.] 


PHASES OF CAPITALIZATION 


The revised rules of the commission, particularly rules Nos. 19 and 
24, are sufficiently explicit so that applications filed in compliance with 
their requirements contain practically all the data which the petition- 
ers are required to submit for the consideration of the commission. 
Heretofore considerable correspondence has been necessary in order 
to obtain information and evidence now required by the rules. It is 
believed that the progress of such applications on account of the com- 
pleteness of the information furnished will be subject to less delay 
than has heretofore been experienced. 

Several applications for authority to issue securities with which to 
acquire the plant and property, or securities, of other corporations 
engaged in the same business in adjoining localities have been passed 
upon by the commission. In many such cases it is found that the 
purchasing corporations are obliged to pay a price somewhat in excess 
of the original cost of the physical property. The difference in price 
involves the strategic advantage of the vendor, the possibility of com- 
petition, and in most cases the business which has been developed. 
The commission has found it to be for the best interests of all con- 
cerned to permit corporations with generating stations of large capa- 
city which operate at a low cost toacquire small plants in their terri- 
tory, especially when approved by local authorities. This results in some 
cases in the immediate retirement and abandonment of a considerable 
portion of the physical property acquired. To limit the purchasing 
corporation to paying for such plants only the inventory cost of the 
actual physical property which will remain after the changes have been 
made might occasionally prevent such transactions, many of which 
have shown large benefits to all concerned. In cases where there has 
properly appeared any difference between the inventory cost of the 
physical property to be taken over and the price authorized to be 
paid therefor, such difference shall be amortized or charged off from 
earnings during a reasonable period of years. This practice is working 
out satisfactorily because it eventually results in a conservative state- 
ment of the property accounts of the acquiring company and at the 
same time makes possible an immediate putting into effect of the sav- 
ings resulting from the progress of the art, large scale production, and 
reduced administrative expense. 
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The commission is required to pass on the forms of mortgages and 
other trust indentures given by public service corporations. The 
current financial depression illustrates that a strong agency for the 
encouragement of conservative management and the protection of the 
credit of supervised corporations is that the mortgage debt of the 
companies shall be secured by an agreement which, so far as may be, 
insures that the earnings of the corporation shall in the first instance 
be applied toward the full maintenance of the mortgaged property, 
including a proper allowance for wear and tear, obsolescence and in- 
adequacy. In requiring the indentures before approval to contain suit- 
able clauses covering these and allied matters, the commission has 
had the uniform co-operation of corporations, bankers and trust com- 
panies. The Investment Bankers’ Association has recommended 
certain standard provisions to go into equipment trust indentures 
which will result in a closer supervision of the pledged equipment by 
the trustees under the agreements. 

In last year’s report attention was called to the lack of care in the 
preservation of important vouchers, contracts, and other records by 
many corporations. This condition has not improved. While the bet- 
ter managed corporations are alive to the value of preserving their 
early records, many documents which are of vital importance in estab- 
lishing the integrity of capital accounts are mislaid and eventually lost, 
largely on account of carelessness and unsystematic filing systems. 
Unless the matter receives better attention, the requirements of the 
uniform systems of accounts should be amplified by making the pre- 
servation of such records mandatory. 

The methods of filing vouchers of many public service corporations 
are very unsatisfactory. Some file alphabetically by names of payees: 
this is objectionable from the standpoint of review or audit, for the 
reference may not be sufficiently definite to enable the prompt find- 
ing of the voucher in question. Others file in numerical order by 
months, beginning with a new number each month: this results in con- 
fusion. Others re-number vouchers each year: this is better, but con- 
fuses vouchers of different years. A very satisfactory method, and one 
which is followed by a majority of the corporations, is to number the 
vouchers consecutively until the numbers run to five figures and then 
begin over again. Corporations whose vouchers are kept in this 
manner can be examined with less irritation to their accounting de- 
partments and at a much less expense to the state. 

Many corporations separate the evidence of payment from the 
original invoice, the treasurer retaining the former and the accounting 
department the latter. Frequently, even in one office, the invoices and 
cheques are filed separately. This is not good practice, as it is desir- 
able that the invoice and the evidence of its payment should be to- 
gether. Receipts for the canceled cheques can be furnished the 
treasurer by the accounting officer if desired. 

Many corporations have their own form of invoice which the supply 
house is required to use. This has been found to be unsatisfactory, 
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as each manufacturer or supply company usually has the form of 
invoice best suited to its business. Furthermore, its employees are 
trained in preparing statements on such forms. When the form of 
some public service corporation is used, not infrequently the informa- 
tion furnished is insufficient. [t is also wasteful. All the advantages 
of a uniform voucher are secured by using backers attached to the 
invoices received. 

The uniform systems of accounts which have been adopted by this 
commission require that throughout all capital accounts the first entry 
in respect of any particular thing shall describe it with such particu- 
larity as to lead to its immediate identification. No serious attention 
is paid by many corporations to this fundamental requirement. For 
so-called “statistical” accounts such as meters, transformers, etc., or 
“inventory” accounts such as tools and implements, office furniture 
and fixtures, etc., the original invoices, duly receipted, usually contain 
sufficient information. In the case of expenditures for additions and 
betterments to buildings or to continuous structures, railroad track, 
electric line, pipe line and similar matters, it is essential that a record 
shall be kept by projects. Charges to a fixed capital account of a 
portion of a payroll, various quantities of materials, etc., do not enable 
an examiner to form an intelligent conception of the character of the 
expenditures, and yet many promiscuous charges of this sort are 
dumped into capital accounts which cannot be justified later. 

Similarly, some steam railroad corporations make large expendi- 
tures for miscellaneous betterments to equipment without recording 
the particular cars on which such expenditures were made. While the 
commission was very liberal in imputing good faith to charges of this 
character for the first few years after its classifications of accounts 
had been promulgated, it should be clearly understood that this 
leniency cannot be expected to continue, and also that the intent of 
the capitalization provisions of the statute is that the applicant shall 
prove that the expenditures were for a proper capital purpose. 


In making examinations of corporations the most important source 
of infermation, other than the accounts of the ccrporations them- 
selves, is the inventory of the physical property in service at the con- 
clusion of the examination. This statement of so-called physical data 
is taken from the sworn annual reports filed by the corporations with 
the commission. When the examiner has concluded his work the 
report of the examination, together with the annual report of the cor- 
poration to the commission, is referred to the commission’s engineer 
to ascertain what, if any, property charged on the corporation’s books 
is no longer in service. Conclusions drawn from the data as reported 
by the corporation are frequenttly found to be erroneous by reason of 
an utter lack of accuracy in the compilation of the data of physical 
property which is required by the report. When this fact is called 
to the attention of a corporation it usually states with absolute in- 
genuousness that the annual report is wrong. The fact that this is 


214 


| | | 
| | 


Issuance of Securities in New York 


the sworn annual report required to be filed by the public service 
commissions law should be more impressive. 

While some corporations complain against the alleged elaboration 
required by the annual report, from the experience of the division of 
capitalization were it not for the requirements of the reports to the 
commission and to the state tax commission little or no physical data 
whatever would be kept, though such a statement is almost unbeliev- 
able to the officials of the better managed corporations. In fact, it is 
in many cases literally impossible to secure any information whatever 
from the records of the corporation as to the amount of existing physi- 
cal property prior to the time the filing of these reports was required. 
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Income Tax Department 
Epitep sy Joun B. Niven, C. P. A. 


Further progress has to be reported in two cases at present pending 
in the courts which involve the income tax law, and the judge’s opinion 
in each case will be found at the end of these remarks. 


The first case is that of the Eliot National Bank v. James D. Gill, 
collector, and the decision in favor of the government given in the court 
of first instance has, on appeal, been affirmed by the United States circuit 
court of appeals. The opinion was delivered by Judge Dodge and in it 
he touches on several points of sufficient interest to readers to warrant its 
inclusion in full in THe JourNaL. 

It will be remembered that the case arose by reason of the collector 
disallowing as deductions in the return of the bank’s taxable net income 
required by the corporation tax law (now merged in the income tax law) 
the taxes assessed upon the shares of its capital stock under the authority 
of provisions of the Massachusetts statutes then in force and thereafter 
paid by it to the city of Boston. The district court held that the taxes 
referred to were not imposed upon the bank, but upon the individual 
shareholders and therefore did not form a proper deduction from the 
income of the bank for arriving at net income for corporation tax pur- 
poses. 

The arguments used by the bank are dealt with in the opinion, and 
apart from the particular points raised in the action, the views of the 
judge on the meaning of “false and fraudulent” returns are incidentally 
especially interesting and would seem to apply to the returns of both 
individuals and corporations. 

So far as individuals are concerned, the effect of the decision is that 
the shareholders of banks taxed under laws similar to the state law re- 
ferred to in the case will be entitled to in:lude their proportion of the tax 
as a deduction in their own individual re:urn under the income tax law, 
though of course for additional tax purposes they should at the same 
time add the amount to the dividends received by them, as it is an addi- 
tional dividend to the amount of the taxes paid. 

The other case is that of Dodge v. Osborn in the court of appeals of 
the District of Columbia under appeal from the supreme court of the 
District of Columbia. The Messrs. Dodge sought to enjoin assessment by 
a bill of equity on the ground that the law was unconstitutional and void. 
In this case also the government’s pleas were upheld and the suit dis- 
missed. The details of the case are fully covered by the judge’s opinion, 
but it may be noted that the case was thrown out on purely technical 
grounds and that the interpretation of the law itself as yet has not been 
evolved. 
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The following rulings are also given: 


T. D. 2130, which provides that, if returns for the years 1909 to 1913 
inclusive which were required from corporations under 
the corporation tax law were made strictly in accord with 
the regulations then in force by including increases in 
the book values of securities as income and shrinkages 
as deductions, then no adjustments will now be neces- 
sary so far as that period is concerned. 

T. D. 2131, which explains the uses to which form 1008, revised, may 

, put. These may be summarized as follows: If a 
person has had tax withheld in excess of his total lia- 
bility for the normal tax he should file form 1008, re- 
vised, with the withholding agent prior to March Ist, 
who will refund the excess amount. On the assumption, 
however, that the taxpayer may be averse to disclosing 
his income to the ne agent, he has the alterna- 
tive of filing the form with the collector direct who will 
instruct the withholding agent to refund the excess. If 
the withholding agent has already made his return or if 
there are more than one withholding agent the form 
should be filed with the collector. If tax has been with- 
held in more than one district the taxpayer can elect 
with which collector he will file his form. The filing of 
form 1008, revised, obviates the necessity of making a 
return on form 1040 when the individual is liable for 
normal tax only, and his entire net income is subject to 
withholding; he must, however, file 1040 also, if liable 
for “additional” tax. 

On three separate occasions recently the department has sent out a 
number of short rulings on points in doubt under the title of Synopsis of 
Rulings on Questions Relating to the Income Tax. 

These will no doubt be obtainable at any collector’s office, and in con- 
sequence it is not proposed to print their contents in these pages. The 
first synopsis was mentioned in a previous JouRNAL, and a few comments 
now on one or two points of interest raised in the last two days may be 
permitted. 

It should be remembered that while a reserve for income tax is not 
an allowable deduction, the amounts paid to the collector and the amounts 
withheld at the source on account of income tax do make proper deduc- 
tions both for an individual and a corporation. 

As the department holds that the depreciation authorized by the act 
does not apply to assets which are not affected by use, wear and tear, 
value of the ground, as distinct from the buildings thereon, is not to be 
considered in arriving at the deduction under the head of depreciation in 
the case of real estate corporations. Where thé value of the buildings 
cannot be definitely determined, it will be sufficient to estimate such value 
for income tax purposes, 

Considerable doubt has always existed as to what liabilities should be 
included under item 2 in the return of a corporation requiring the total 
amount of bonded and other indebtedness outstanding at the close of the 
year. Some people maintained that all liabilities should be inserted, while 
others were of the opinion that the amount was intended to be restricted 
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to interest-bearing indebtedness. The department evidently wants the 
latter figure, as it now incidentally says: “Indebtedness to be included 
under item 2 of the return is all interest-bearing indebtedness, except that 
wholly secured by collateral the subject of sale in the ordinary business 
of the corporation.” 

One of the rulings is to the effect that the investment of depreciation 
reserve funds in the concern’s own plant in the way of additions and ex- 
tensions is a diversion of these funds and renders the amount so invested 
liable for tax. The words used in the ruling are explicit, though one may 
gather that the department does not intend to depart from the previous 
regulation that the depreciation allowance should be so entered on the 
books as to constitute a liability against the assets of the company. But 
the regulations did not require that a special “fund,” as distinct from a 
reserve account, should be created, though probably the effect would be 
the same, so far as taxation is concerned, whether there be a fund or no. 
If money is spent in restoring the property to its original value the amount 
would be charged to the reserve account and the money taken out of the 
reserve fund, if any, because to that extent the depreciation of the prop- 
erty would be reduced. On the other hand, however, should any expendi- 
tures be incurred which do not restore the original property, but are of 
the nature of improvements or betterments, these constitute the acquisition 
of entirely new property and would be so shown on the books. Article 
133 of the general regulations provides that if the depreciation set up (the 
income of previous years withheld for the purpose of covering deprecia- 
tion and a legitimate deduction in computing net income for income tax 
purposes) is charged with expenditures not allowable as deductions, the 
effect is to restore the amount to income and make it subject to taxation. 

This whole subject has been elaborated on recently in letters by the 
department to one of our correspondents, and it may be possible to deal 
further with the matter later. In the meantime, however, the following 
quotation from a letter of the treasury department dated February 2, 1915, 
is of interest: “The investment of this fund or any part thereof in the 
concern’s own plant in the way of additions or extensions * * * may 
be permitted, however, if the property account is charged with the amount 
of the fund thus used, in which case the depreciation account remains a 
liability, and renewals and replacements when made are charged against it 
rather than against current income.” This quotation, which in a 
measure modifies the official ruling, seems to clarify the whole situa- 
tion in a satisfactory manner, and it is to be hoped that it may be 
given out very shortly in a more official manner by the department. 


TREASURY DECISIONS 
(T. D. 2142, February 5, 1915) 


Income tax—Decision of court 
1, INJUNCTION TO PREVENT COLLECTION OF TAXES. 

The courts have persistently refused an injunction or other extraor- 
dinary process to lend aid to taxpayers in attempts to defeat the col- 
lecting agents of the government. 
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2. Section 3224, Revised Statutes. 

The provisions of section 3224, Revised Statutes, apply to assess- 
ments of taxes erroneously or illegally made under color of authority 
by the internal revenue officers having general jurisdiction of the 
subject. 

3. REMEDY AT LAW. 

Congress has afforded a complete and adequate remedy at law open 
to all persons aggrieved by the collection of an erroneous or illegal 
revenue tax. The taxpayer must pay the tax, and he may then bring 
an action to recover it back after appeal. 

4. QUESTION OF CONSTITUTIONALITY. 

The question of constitutionality of the law can be considered in a 

suit to recover the tax, but not in a proceeding to enjoin collection. 
5. CASE DISMISSED, 
The decree of lower court dismissing bill is affirmed. (T. D. 1983.) 


The appended decision of the court of appeals of the district of Co- 
lumbia in the case of John F. Dodge and Horace E. Dodge v. William 
H. Osborn, commissioner of internal revenue, is published for the infor- 
matiort of internal revenue officers and others concerned. 


Court or APPEALS OF THE District or Cotumsria. No. 2705 


John F. Dodge and Horace E. Dodge, appellants, v. William H. Osborn, 
commissioner of internal revenue, appellee 


Van Orspet, Associate Justice: Appellants, plaintiffs below, filed a 
bill in equity in the supreme court of the District of Columbia seeking to 
enjoin the assessment and collection of the surtax imposed upon plaintiffs’ 
incomes under section 2 of the act of congress approved October 3, 1913 
(38 Stats. L., 166-181), known as the income tax law. 

It is averred that plaintiffs, citizens of Michigan, are partners in busi- 
ness and the only persons interested in the firm; that they filed with the 
collector of internal revenue their returns showing the taxable income of 
plaintiff John F. Dodge to bé $708,229.47, and the taxable income of plaintiff 
Horace E. Dodge to be $709,243.41, upon which the normal tax of 1 per 
cent due from both is computed in the returns to be $14,174.72, and that 
the surtax chargeable under the statute would amount to $65,148.36. To 
the assessment and collection of the surtax plaintiffs accompanied their 
returns with a protest, alleging that the surtax levied upon individuals 
under subdivision 2, division A, of the income tax law is in conflict with 
the fifth amendment to the constitution of the United States, and that the 
provision providing for the assessment and collection of the surtax dis- 
criminates against individual taxpayers and in favor of corporations. It 
is further averred that the tax imposed is not uniform and that no oppor- 
tunity is afforded for a hearing before the assessment of the tax; hence 
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the law is unconstitutional and void. Defendant moved to dismiss the 
bill on the ground that the suit could not be maintained, since its object 
is to restrain the assessment and collection of a tax, and that plaintiffs 
have an adequate and complete remedy at law. On hearing, a decree was 
entered dismissing the bill, from which this appeal was taken. 

The provision of the income tax law directly involved is found in sub- 
division 2 of division A of section 2, as follows: 


In addition to the income tax provided under this section (herein re- 
ferred to as the normal income tax) there shall be levied, assessed, and 
collected upon the net income of every individual an additional income tax 
(herein referred to as the additional tax) of 1 per centum per annum 
upon the amount by which the total net income exceeds $20, and does 
not exceed $50,000, and 2 per centum per annum upon the amount b 
which the total net income exceeds $50,000 and does not exceed $75,000, 
per centum per annum upon the amount by which the total net income 
exceeds 375, and does not exceed $100,000, 4 per centum per annum 
upon the amount by which the total net income exceeds $100,000 and does 
not exceed $250,000, 5 per centum per annum upon the amount by which 
the total net income exceeds $250,000 and does not exceed $500,000, and 6 
per centum per annum upon the amount by which the total net income 
exceeds $500,000. 


At the threshold, we are confronted with a question of jurisdiction. 
The Judicial Code of the United States (act of Congress of Mar. 3, 1911, 
sec. 267) provides that— 


Suits in equity shall not be sustained in any court of the United States 
in any case where a plain, adequate, and complete remedy may be had 
at law. 


Such a remedy at law is afforded the taxpayer for recovering a tax “in — 
any manner wrongfully collected.” 

Rev. Stat. U. S., secs. 3220, 3226, and 3227. These provisions are made 
applicable to the income tax law in division L of the act, as follows: 


That all administrative, special, and general provisions of law, including 
the laws in relation to. the assessment, remission, collection, and refund of 
internal-revenue taxes not heretofore specifically repealed and not incon- 
sistent with the provisions of this section, are hereby extended and made 
applicable to all the provisions of this section and to the tax herein 
imposed. 


In England and in this country the statutes have aimed at assuring the 
speedy collection of governmental revenues. In order that the revenues 
to meet the requirements of the government may be assured, the courts 
have persistently refused an injunction or other extraordinary process to 
lend aid to taxpayers in attempts to defeat the collecting agents of the 
government. But to make absolute the restriction upon the federal 
courts, congress provided by section 3224 of the Revised Statutes that— 


No suit for the purpose of restraining the assessment or collection of 
any tax shall be maintained in any court. 
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While it has been contended that this restriction applies only to taxes 
improperly or erroneously assessed, the courts have held it to apply to 
assessments of taxes erroneously or illegally made under color of author- 
ity by the internal revenue officers having general jurisdiction of the sub- 
ject of the assessment and collection of taxes. Snyder v. Marks (109 
U. S., 189). The plea of unconstitutionality in the present case grows out 
of a conceded exercise by the internal revenue officers of official power 
under color of authority. Indeed, plaintiffs, by making their returns of 
the normal tax, protesting only against the surtax, conceded the exist- 
ence of a general authority to assess and collect income taxes. 

The case of Pollock v. Farmers’ Loan & Trust Co. (157 U. S., 429; 
158 U. S., 601) furnishes plaintiffs no relief. In that case the injunction 
granted was at the instance of a stockholder of a corporation to prevent 
the payment of a tax under the income tax law of 1894. 

Chief Justice Fuller, on the question of jurisdiction, said: 


The jurisdiction of a court of equity to prevent any threatened breach 
of a trust in the misapplication or diversion of the funds of a corporation 
by illegal payments out of its capital or profits has been frequently sus- 
tained. * * * The objection of adequate remedy at law was not rai 
below, nor is it now raised by appellees, if it could be entertained at this 
stage of the proceedings, and, so far as it was within the power of the 
government to do so, the question of jurisdiction, for the purposes of the 
case, was explicitly waived on the argument. The relief sought was in 
respect of voluntary action of this defendant company and not in respect 
of the assessment and collection themselves. Under these circumstances 
we should not be justified in declining to proceed to judgment upon the 
merits. 


In Corbus v. Alaska Treadwell Gold Mining Co. (99 Fed., 334) the 
court, referring to the Pollock case, said: 


Their erg White and Mr. Justice Harlan’s] opinion, with 
authorities cited, leads me to the conclusion that, had the question of 
jurisdiction been raised in the court below and insisted upon in the su- 
preme court, the case would not have been heard upon its merits. 


Mr. Justice Brewer, in delivering the opinion affirming the judgment 
in this case (187 U. S., 455), said: 


The thought suggested by the quotation from the opinion by the district 
judge impresses us forcibly. Evidently the plaintiff patterned his proceed- 
ing upon Pollock v. Farmers’ Loan & Trust Co. (157 U. S., 429). But 
that case does not determine to what extent a court of equity will permit 
a stockholder to maintain a suit nominally against the corporation, but 
really for its benefit. 


The fact, therefore, that in the Pollock case the action was by injunc- 
tion furnishes no precedent here. 

As we have observed, congress has afforded a complete and adequate 
remedy at law open to all persons aggrieved by the collection of an errone- 
ous or illegal revenue tax. The taxpayer must pay the tax, and he may 
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then bring an action to recover it back. This of itself, in the absence of 
statutory inhibition, would ordinarily be sufficient to warrant a refusal of 
injunctive relief. It may well be, however, even in the face of this pro- 
hibitive statute, that a court of equity would intervene upon a sufficient 
showing of irreparable damage. 


Not only is it the general rule that equity will not restrain the collec- 
tion of a tax on the mere ground of its illegality, but also, as appears by 
its legislation, congress has attempted to enforce that rule and to require 
payment of a tax by a party charged therewith before inquiry as to its 
validity will be permitted. Pacific Steam Whaling Co. v. United States 
(187 U. S., 447). Now, before a court of equity will in any way help a 
party to thwart this intent of congress, it should affirmatively and clearly 
appear that there is an absolute necessity for its interference in order to 
prevent irreparable injury. No considerations of mere convenience are 


sufficient. Corbus v. Gold Mining Co. (187 U. S., 455). ' 


Plaintiffs, however, have not even alleged that they would suffer irre- 
parable damage. No showing has been made in the bill upon which the 
court could predicate an inference that such damage would be sustained. 
Aside from the allegation that the tax will constitute a lien upon their real 
and personal property, the only ground of damage stated in the bill is— 


That the income tax assessments to be made by the commissioner of 
internal revenue against the plaintiffs will be in part valid and in part un- 
constitutional and invalid, and, being prima facie good, such assessments 
will constitute a cloud on the title of the plaintiffs to their said real and 
personal estate, and for the prevention or removal of which cloud the 
plaintiffs are entitled to, and do hereby, invoke the judicia! power of the 
courts of equity of the United States. 


This is not sufficient to warrant equitable relief. We are not con- 
vinced that the courts have relaxed or departed from the early rule an- 
nounced in Snyder v. Marks, supra, where the court, considering a suit to 
restrain the collection of a revenue tax on tobacco, said: 


The inhibition of section 3224 applies to all assessments of taxes, made 
under color of their offices, by internal revenue officers charged with gen- 
eral jurisdiction of the subject of assessing taxes against tobacco manu- 
facturers. The remedy of a suit to recover back the tax after it is paid is 
provided by statute, and a suit to restrain its collection is forbidden. The 
remedy so given is exclusive, and no other remedy can be substituted for 
it. Such has been the current of decisions in the circuit courts of the 
United States, and we are satisfied it is a correct view of the law. How- 
land v. Soule (Deady, 413) ; Pullman v. Kinsinger (2 Abbott U. S., 94); 
Robbins v. Freeland (14 Int. Rev. Rec., 28) ; Delaware R. R. Co. v. Pretty- 
man (17 id., 99); United States v. Black (11 Blatch., 538, 543) ; Kissinger 
v. Bean (7 Bissell, 60) ; United States v. Pacific R. R. (4 Dillon, 66, 69) : 
Alkan v. Bean (23 Int. Rev. Rec., 351) ; Kensett v. Stivers (18 Blatch., 397). 


Because of the failure of the remedy it becomes unnecessary to con- 
sider the many legal and constitutional objections interposed by plaintiffs 
to the validity of the income tax law and the procedure under it. All of 
these objections will be open to plaintiffs in an action to recover the tax. 

The decree is affirmed with costs. 
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(T. D. 2121, January 12, 1915) 
Special excise tax on corporations—Decision of court 


The appended decision of the United States circuit court of appeals for 
the first circuit is published for the information of all concerned. 


1. DEDUCTION OF TAXES DUE FROM STOCKHOLDERS. 


The state tax on capital stock of banks under the Massachusetts 
statute falls directly on the stockholders, and these taxes can not be 
legally deducted from gross income in returns made by banks under the 
corporation tax act. The tax is not upon the banks and in paying it 
they act as agents. 

2. RETURNS. 

The commissioner of internal revenue, upon evidence produced be- 
fore him, is authorized to amend incorrect returns or make a return, as 
the case may be. 

3. ASSESSMENTS. 

The commissioner of internal revenue is authorized to make addi- 
tional assessments after the taxes have been assessed and paid on the 
original returns, even though the errors in the original returns were 
made without any intention to deceive or mislead. 

4. FALSE OR FRAUDULENT RETURNS. 

In the provision in question relative to assessments the word “false” 
includes returns which are merely incorrect. In some instances the 
term “false” as used in the act means wilfully and intentionally false. 

5. THE THREE YEARS’ LIMITATION. 

The statute does not require the additional assessment to be made 
within the three years’ period. The limitation is upon the discovery of 
the error by the commissioner within three years. 

6. Decision oF Unirep STATES DISTRICT COURT SUSTAINED. 

The decision of the United States district court for the district of 

Massachusetts (210 Fed., 933; T. D. 1936) is affirmed. 


Unrrep States Circuit Court or Appeats, First Circuit. 
Octoser Term, 1914. No, 1058 


Eliot National Bank, plaintiff in error, v. James D. Gill, collector, 
defendant in error 


Error to the District Court of the United States for the District of Massachusetts. 
Before Putnam, Doncr, and Atpricn, Judges 
[December 21, 1914] 
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Donce, Judge: The facts in this case were agreed, and are fully stated 
in the opinion below (210 Fed., 933). 

The plaintiff bank, in making its returns of taxable net income required 
by the corporation tax law, was entitled by the provisions of that act to 
deduct from its gross income “all sums paid by it within the year for taxes 
imposed under the authority * * * of any state.” It deducted, in each 
of the three years here in question, the taxes assessed upon the shares of 
its capital stock under the authority of provisions of the Massachusetts 
statutes then in force and thereafter paid by it to the city of Boston, as 
required by the provisions referred to. If it had the right under the cor- 
poration tax law to make these deductions, it is now entitled to recover 
them from the defendant collector. The commissioner of internal revenue 
disallowed them, and assessed them to the bank upon a return by him of 
their amount. The additional assessment thus made has been paid under 
protest. 

The Massachusetts statutes provided in substance that all shares of 
stock in banks within the state should be assessed to the owner, whether 
resident or nonresident, in the municipality wherein the bank was located ; 
that persons appearing from the books at a stated time to be owners 
should be deemed the owners of the shares; that every bank should pay 
the tax so assessed or be liable for it, with 12 per cent interest; that the 
shares should be subject to the tax paid by the bank; and that the bank 
should have a lien for such payment upon the shares and all the share- 
holders’ rights and property in the corporate property. There were other 
provisions requiring the taxes thus collected from the bank to be credited 
by the state tax commissioner to the respective municipalities wherein the 
shareholders resided and making any claims to exemption in respect 
thereof by a shareholder, if valid, recoverable from the municipality to 
which he belonged. 

The corporation tax law permits the deduction from gross income of 
certain payments of other kinds made within the year by the corporation. 
All these, however, as they are described in that statute, are payments 
by the corporation in diminution of its corporate income as such, being 
payments to discharge liabilities incurred solely on its own account and 
not to discharge liabilities for which others would be ultimately respon- 
sible. But the payment which the laws of Massachusetts require a bank 
to make as above is of taxes plainly not assessed upon it or its property; 
and, besides giving it a lien for the amount paid upon the shares in respect 
of which the taxes are assessed, the provisions of the Massachusetts laws 
are such as result in making the respective shareholders liable to the bank 
for the arnount of taxes paid in respect of their shares. We agree with 
the district court that such payments made by the bank in compliance with 
the laws of Massachusetts would have been recoverable from the respec- 
tive shareholders, because made for their benefit, upon the contract neces- 
sarily implied from the circumstances of the payments. The above lien 
and right of recovery distinguish such payments in their nature from the 

other payments which the corporation tax law allows to be deducted in 
ascertaining taxable net income. They also, in connection with the pro- 
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visions in the state laws for assessment to the shareholders, for credit to 
the municipalities whereof they are residents, and for settlement of any 
questions of exemption with the respective municipalities, make it im- 
possible to say that the tax is one imposed upon the bank. Though pay- 
ment of such taxes is a duty imposed upon the bank, it can not be said 
that the taxes are imposed either upon it or its property. The taxes are 
imposed upon the shareholders and their property, and the payment is 
by the bank only as their representative. 

4 We fully agree with the district court that the corporation tax law, in 
permitting the deduction of “taxes imposed” from the gross income of a 
corporation, must be understood to mean taxes imposed upon the corpora- 
tion. We can not so interpret the language as to make it include taxes 
imposed upon the shareholders as above, even though the corporation is 
required to make the payment on their behalf. 

It is contended on the bank’s behalf that even if the deductions made 
were not authorized by the corporation tax law the commissioner was '] 
without power on March 1, 1913, to make, as he did, the additional assess- if 
ments for the amount of those deductions which it has paid under protest | 
and now seeks to recover back from the collector. if 

There is no claim that the deductions made by the bank in its returns i 
for 1909, 1910, and 1911 were dishonestly made. That they were honest if 
is undisputed, although, as we hold, they were incorrect. They were not 
fraudulent, though false in the sense of being incorrect; nor were they 
false in any other sense. They have not been so treated by the commis- 
sioner, who, in making his additional assessments, did not add the penal- if 
ties directed by the act in case of returns fraudulently false. 

The commissioner’s discovery of the fact regarding these deductions 
was made within three years after March 1, 1910, the year wherein the first 
of the three returns, afterwards found erroneous, namely, that for 1909, ; 
was due; and his assessment of the amount of the deductions was made i 
March 1, 1913. In the case of “false or fraudulent” returns, the fifth / 
subdivision of section 38 of the act gives the commissioner power “upon 
the discovery thereof, at any time within three years after such return is 
due,” to make an additional assessment. We agree with the district court 
that this language does not prevent the making of the assessment after, 
if the discovery has been within the three years, and that in any case 
March 1, 1913, was within the three years. 

The question whether the commissioner ever had power to make addi- 
tional assessments in such a case as this depends upon the question whether 
“false or fraudulent” in that clause of the fifth subdivision which author- 
izes the assessment of additional taxes upon discovery within three years ! 

| 


after the original return, is to be taken as meaning only such returns as 

are fraudulently false, or as including also such returns as are false only 

in the sense of being incorrect. ) 
It is true that “false or fraudulent” is used but four times in all the | 

corporation tax law, and may be taken on each of the other three occa- | 

sions to mean “false and fraudulent.” The first instance is in the fifth 4 

subdivision of section 38, where the language is “and in case of any re- i 
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turn made with false or fraudulent intent, he (the commissioner) shall add 
one hundred per centum of such tax.” 

The next instance is later in the same subdivision, and occurs in the 
clause with which we are immediately concerned, providing that assess- 
ments are to be made and the several corporations notified on or before 
June 1 in each successive year, and payment made on or before June 30, 
“except in cases of refusal or neglect to make a return, and in cases of 
false or fraudulent returns,” in which cases the commissioner is to make 
the additional assessment upon discovery within three years. 

The remaining two instances are both in the eighth subdivision, which 
provides a penalty if any corporation subject to the act shall refuse or 
neglect to make a timely return, “or shall make a false or fraudulent re- 
turn,” and also makes guilty of a punishable misdemeanor any person 
authorized to make, render, or sign any return who makes “any false or 
fraudulent return with intent to defeat or evade the assessment required, 
etc.” 

Where, as in the first of the above instances, “false or fraudulent” is 
used to describe an intent, it is clear that a false intent must necessarily 
be a fraudulent intent. Where, as in the last two instances, “false or 
fraudulent” occurs in provisions imposing a penalty or creating an of- 
fense, “false’”” must mean wilfully and intentionally false, because of the 
presumption against a construction which would subject an honest mistake 
to a penalty; and still more against a construction which would punish 
such a mistake as a misdemeanor. But, within the clause whose meaning 
is to be determined, there is nothing which necessarily requires “false or 
fraudulent” to mean exactly what it means as used in the different con- 
nections above considered. The purpose of this clause is only to pre- 
scribe the commissioner’s powers and duties when he discovers a return 
which needs correction. If “false” by itself often means fraudulently 
false, it is also often used to mean no more than “incorrect,” and the 
cases in which circumstances indicate the former meaning as the proper 
one can not be said to have any decisive predominance over those wherein 
the other is plainly required. 

In the fourth subdivision, and in so much of the fifth as precedes the 
words now in question, the commissioner’s duties are prescribed in the 
cases of “incorrect” returns, failure to make any returns, and returns made 
with “false or fraudulent intent.” The provisions immediately follow 
which fix the time for assessments upon returns generally. They are to 
be made on or before the Ist and paid on or before the 30th of the June 
following their date, except in the cases of refusal or neglect and in the 
cases of “false or fraudulent” returns. These may be corrected within 
three years. Unless returns merely “incorrect” are here included within 
the class here called “false or fraudulent,” the commissioner is left with- 
out any power to correct them after having once assessed upon them. 
The meaning here must be determined according to the intent of the act, 
so far as it can be gathered from all the provisions made regarding the 
same subject matter. In view of all the provisions of the fourth and fifth 
subdivisions taken together, we find it more reasonable to believe “false” 
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is used in the clause under construction in a sense more inclusive than that 
which the context would permit in the other places where it appears in the 
act with “fraudulent,” and in a sense broad enough to include returns 
honestly incorrect than to regard the provisions as intended to leave the 
commissioner wholly without power to make any corrections in the latter 
class of cases. We are unable to believe that the elaborate provisions of 
the fourth subdivision for investigation, and a new return with a new 
assessment, or an amended return, in all cases of error, whether false, 
fraudulent, or merely incorrect, can have been intended to lead to no effi- 
cient result in the case of a return merely “incorrect’ like this, as would 
be the case if the position of the plaintiff in error were correct. If there 
could be no reassessment under the circumstances of this case within the 
prescribed period of three years there could be none whatever, and the pro- 
visions above referred to would have to be regarded as wholly ineffective 
in such cases, unless availed of by the commissioner before he had made 
the assessments he is required to make on or before June 1. We agree 
with the district court that had this been the result intended it would have 
been more unmistakably expressed. 

The judgment of the district court is therefore affirmed, and the de- 
fendant in error recovers his costs of appeal. 


(T. D. 2130, January 18, 1915) 
Corporation income tax 


T. D. 2005 not applicable to returns made for 1909 to 1912, inclusive, if 
values of securities were treated in returns for that period i in accord- 
ance with regulations then in force, in which case no reopening or re- 
adjustment of securities account will be required, 

Reference is made to T. D. 2005, which holds, in effect, that neither 


increase nor shrinkage in the book value of securities due to market fluc- 
tuations or otherwise is to be taken into account in raking returns of 
annual net income as required by section 2, act of October 3, 1913. 

Numerous inquiries have been made as to whether or not the terms of 
this treasury decision are applicable to returns made under the special 
excise tax law. (Sec. 38, act of Aug. 5, 1909.) 

Relative to this, it is held that if returns made for the years 1909 to 
1913, inclusive, were made strictly in accord with the regulations then in 
force—that is, if the increase in the book values of securities was re- 
turned as income and the shrinkage was deducted from gross income, as 
the regulations then required and permitted—no readjustment of the in- 
come in so far as it is affected by the adjusted values of securities need 
now be made. The return as to this item will be accepted as correct and 
final where the adjustment was made in the ordinary course of business 
and without reference to the special excise tax on corporations. 

In all such cases wherein the book values of the securities were taken 
into account in making returns for the years 1909 to 1912, inclusive, if such 
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securities have been, or shall be hereafter, sold or otherwise disposed of, 
the gain or loss resulting from such sale or disposal will be determined 
upori the basis of the difference between the last adjusted value subsequent 
to January 1, 1909, taken into account in making the return and the 
amount realized for the securities when disposed of, and in this event no 
prorating will be required or permitted. 

If for the purpose of the special tax no adjustment of the value of 
securities acquired prior to January 1, 1909, had been made or taken into 
either side of the accourt in the return of annual net income subsequent 
to January 1, 1909, the gain or loss will be determined in accordance with 
the rule set out in T. D. 2005; that is, the gain or loss will be determined 
on the basis of the difference between the actual cost and selling price and 
prorated according to the number of years the securities were held. 

Therefore, if, in the examination of the books of corporations, exam- 
ining officers find that the securities account was treated in the returns for 
the years 1909 to 1912, inclusive, in accordance with the regulations then 
in force, no reopening or readjustment of this account will be required. 
In such case, as to this item, the returns will be considered final and cor- 
rect, the gain or loss resulting from the disposal thereafter of such securi- 
ties to be determined in accordance with the instructions hereinbefore 
given. 


(T. D. 2131, January 19, 1915) 


Income tax 


Use of Form 1008, revised, for claiming refundment of normal tax with- 
held in excess of total tax liability. 


There follows a synopsis of the requirements in the use of form 1008, 
revised, and the relation between that form and form 1040, revised. 

1. A person who has had income tax withheld from his income during 
the year 1914 in excess of his total liability for the normal tax should file 
form 1008, revised, with either the withholding agent or the collector of 
internal revenue with whom the withholding agent’s return is required to 
be filed, as he may elect. The withholding agent is required by T. D. 1965 
to retain the amount of tax withheld by him until 30 days prior to March 
1, 1915, in order to refund amounts withheld in excess of the taxpayer’s 
liability for the normal tax should a proper claim be filed for deductions 
and exemptions. He is required by law to file his return on or before 
March 1, 1915, and may, in his discretion, file his return on any date be- 
tween January 1 and March 1. If he has filed his return with the collec- 
tor, form 1008, revised, should also be filed with the collector, who will 
notify the withholding agent and authorize him to make a refundment, 
changing the entry on the return and filing therewith form 1008, revised, 
as a voucher for the refundment. If, however, the withholding agent has 
not filed his return, and a claim on form 1008, revised, is filed with him, 
he will make the proper refundment on his own responsibility, filing form 


228 


| 


Income Tax Department 


1008, revised, as a voucher therefor. If form 1008, revised, is filed with 
the collector under these circumstances, he will authorize the withholding 
agent to make refundment. The withholding agent is not required by law 
to forward to the collector the tax withheld by him until he has received 
notice of assessment, and then, like the tax assessed in other cases, pay- 
ment should be made by him on or before June 30 of each year. 

2. Where there are two or more withholding agents whose collection 
districts are the same, form 1008, revised, should be filed with the collector 
of that district, and a statement setting forth the names of the withhoid- 
ing agents, and the amounts withheld by each should be attached to the 
form. The collector will then notify the withholding agents of the exact 
amount that may be refunded by each. 

3. Where excess deductions have been made by two or more withhold- 
ing agents in different collection districts, form 1008, revised, may be filed 
with either collector, as the individual may elect; and there should be at- 
tached to the form a complete statement setting forth the names of all 
withholding agents, the amounts withheld by each, and the exact amount 
claimed as a refundment from each. The collector with whom the state- 
ment is filed will accept it as a part of form 1008, revised, and as subject to 
the penalties imposed by law, and will notify the withholding agents, 
whether in his district or other districts, to make the refundment claimed 
for each. 

4. It is to be noted that this ruling provides for the execution by the 
taxpayer of only one form 1008, revised, covering all the general deduc- 
tions and exemptions claimed by him for the tax year. 

5. The adjustment of total tax liability by the use of form 1008, re- 
vised, does not, necessarily, mean that a return on form 1040, revised, is 
not required under the law. ; 

A return of annual net income on form 1040, revised, is required in all 
cases of individual incomes subject to the tax, except where the indi- 
vidual’s tax liability is required by law to be satisfied at the source. 

In other words, when an individual is liable for the normal tax, only, 
and his entire net income is subject to withholding, no return on form 1040, 
revised, is required to be filed. If, however, his net income includes any 
item that is not subject to withholding, a return on form 1040, revised, is 
required to be filed, although no further tax may be due, and whether or 
not form 1008, revised, has been filed. 
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Students’ Department 
By Seymour Watton, C. P. A. 
C. P. A. EXAMINATIONS 


There has recently been a great deal of discussion, especially in 
Illinois, about the reasons for the small percentage of successful candi- 
dates at the C. P. A. examinations. Many of those who fail are inclined 
to throw the whole blame upon the examiners. The examiners on their 
part say that the men who come up for examination have had only a 
partial education, with very little or no practical experience in real 
accounting work, although they may have been for two or more years 
employed as juniors in some accountant’s office. 

At the risk of repeating some things that have already been said in 
this department, it will be well if we can analyze the situation and see 
whether it is not possible to get at the truth on both sides. As usual 
in such cases, neither side is always entirely free from blame, although 
the faults are unintentional and unconscious. 

Taking up first the case against the examiners. The best point 
made against them is that too little time is allowed the applicant for the 
consideration of practical accounting problems. The examiners them- 
selves are beginning to recognize the justice of this claim, and to realize 
that a better idea of a candidate’s ability may be obtained if he is not 
obliged to do hurried work. There is a vast difference between working 
quickly and working hurriedly. The man who is in a hurry is liable to 
become “rattled” and go all to pieces nervously. Try it yourself. 
Attempt to do some rather intricate work that you could easily finish 
in an hour, if left to yourself. Then let some one stand over you and 
tell you at five-minute intervals that you have only so much time left 
and that if you do not get on faster you will be put back a whole year 
in the accomplishment of your long desired purpose; the chances are 
that you will make all manner of mistakes that would be impossible to 
you at other times. In practical work the accountant knows that if his 
figures do not prove out the first time, he will have an opportunity to 
check them back and find his error. The result is that they usually do 
prove out the first time. If they do not, there is not much harm done, 
unless the error is one of principle and not merely of a clerical 
character. 

Another charge against the examiners is that some of them are fond 
of giving intricate problems that illustrate certain lines of work with 
which they are especially familiar, because they happen to have clients 
of a special kind. Every accounting firm of any size is almost certain 
to develop specialists among its members. It may be that one man 
may make his mark as being especially adept along the lines of public 
service corporation accounting, so that he is constantly employed in 
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such work. Naturally he has all the intricacies of such accounting at 
his instant command, so that he does not have to refer to any authority, 
or even to give the subject much thought when it is necessary to render 
a decision on any point, or to answer any questions in regard to this 
particular specialty. Being so familiar with the subject, he does not 
realize that other persons may not be so well posted with regard to it, 
and yet may claim a fair rank as general accountants. If such a man 
happens to be one of an examining board, he is very apt to propound 
some intricate practical problem, requiring an intimate knowledge of 
the special features of some particular business, or of the rules and 
regulations of some public commission. If the ordinary practising 
accountant is confronted with the necessity of reporting on such a 
business in his actual work, he has ample time in which to familiarize 
himself with all the conditions, to consult authorities and to study the 
regulations. The man sitting in an examination has no such opportuni- 
ties. The result is that he must fail, unless he happens to have had 
considerable experience along that particular line, possibly because he 
has been employed in the office of the very man who is the author of 
the problem. It does not seem to be unreasonable to ask that problems 
given in an examination shall deal with general accounting principles 
only, and that all special and technical problems shall be omitted. 

A case very much in point is furnished by a problem given in the 
California examination in November, 1914. It reads: 

“From the following items, prepare schedules of operating revenues, 
operating expenses, construction expenses, profit and loss account, 
income account and general balance sheet, adhering to the form and 
order prescribed by the interstate commerce commission.” 

This is followed by a list of 128 items, some of them apparently 
general division titles with no amounts and the others subdivision 
accounts with balances. These items are not arranged in any logical 
order and are not set up as a trial balance. Debits and credits succeed 
each other in the same general column all mixed together and with no 
apparent relation to each other. As an example, the following are 
consecutive items: 


Rarmway OPERATING REVENUES 


Telegraph and telephone lines.............+.++++- 185,000 
Land for transportation purposes................. 1,000,000 
Miscellaneous physical 100,000 
Station and office buildings. 600,000 
Auditirttg accounts and wages payable............. 60,000 
Shop machinery. 200,000 
Tunnels and subwayS. 800,000 
Station and office buildings—depreciation......... 11,000 
Dispatching trains. 15,000 
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This is a veritable jig-saw puzzle of a problem. Every one of the 
128 little pieces has to be picked out and fitted into its appropriate 
place in five separate tables and the work must be done so carefully 
that the sixth table, the general balance sheet, will be correctly drawn 
up, and every step must be taken in accordance with the prescribed 
regulations. It would not be a difficult task for a trained railroad 
accountant, but the pertinent question is whether it is necessary for 
every successful practising accountant to be a trained man in railway 
or any other special line of accounting. To do all this work the original 
time allowed was one hour. On the copy before us there is a pencil 
notation “actual time allowed two hours.” 

It is hardly possible that any one would claim that an accountant 
in general practice must be so familiar with the detailed classifications 
of the interstate commerce commission that he could sort out these 
different items and place them in their respective places in the tables, 
without any opportunity to consult the official bulletins in case of doubt. 
To expect an accountant to be able to do this in this case would imply 
that he should also be familiar with all the requirements of public 
service commissions and other regulating bodies, and that he should be 
even so wonderful a character that he could answer any question with 
regard to the federal income tax. Even if it were possible to train his 
mind to such a point, a man would be foolish to do it, when he can 
always have the authorities at hand to save him from the useless waste 
of brain power. No lawyer would ever think of doing anything equiva- 
lent to it. He would always be acquainted with the fundamental prin- 
ciples, but not with all the minor technicalities. There is no reason why 
any more should be expected of the accountant. 

In justice to the majority of the examiners it must be said that they 
are avoiding these technical problems of late years, especially those of 
the “crazy quilt” style, in which no contiguous items bear any relation 
to each other. As a rule, the problems are intended to bring out some 
particular accounting principle, and they are usually fairly stated and 
contain all the information necessary to develop the principle, if the 
student can analyze correctly the facts as they are set forth. 

The next question, then, is as to how far the applicants themselves 
are to blame for their lack of success. As a matter of fact they are 
seldom personally to blame at all. The fault lies not with them but 
with the system under which the great majority of them have received 
their primary education, if it is not a misnomer to call it an education 
at all. They have never been taught that there were any such things as 
general principles. A rule is given them to learn by rote; then under 
that rule certain examples are given to which they are told to apply 
that particular rule. For instance 


“Rule of debiting and crediting inventory accounts. 
“Debit for the value of the inventory on hand at the end of any 


fiscal period; credit for the inventory on hand at the close of the last 
preceding fiscal period. 
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“Note that the inventory account is debited for the value of the 
inventory on hand at the end of any fiscal period. 

“Note that the inventory account is credited at the close of the next 
fiscal period for the inventory for which it was debited at the close of 
the last preceding fiscal period.” 

In another place it is stated that this treatment of the inventory 
will give the cost of the purchased goods sold, but there is no attempt 
made to show why it does so. The student is told to treat inventories 
in this way because the rule says so. 

It is the same way with all the subjects taught in most of the primary 
schools. Such a thing as an attempt to develop the thinking powers of 
the student would never occur to an ordinary teacher. If a child does 
develop any tendency to independent thought, he is more than likely 
to be frowned upon as a dangerous innovator and to be told to remem- 
ber the rule and to apply it. Ask almost any grammar school boy why 
he does some thing in a certain way. It is almost a certainty that he 
will never have heard that there was any reason for it. 

With the young mind so completely untrained to think, it is little 
wonder that the adult mind finds it difficult to form the habit. The 
child who has been taught to accept, without understanding why, the 
hard and fast rules that have been given him naturally develops into the 
man who forms his opinions according to the views of some one whom 
he considers an authority. In politics he blindly follows the leader of 
his party; in business he sticks to the old forms and the old rules. 
When such a man attempts to study accounting, he adopts some one or 
more text-books as worthy of his confidence, because of the reputations 
of the authors, and at once accepts all the statements in them, without in 
any way attempting to reason about them on his own account. The 
mistake he makes is in thinking that a certain thing is true because 
Mr. Montgomery or Mr. Dickinson, says it is. The fact is that these 
high authorities make their statements because they are true; not that 
they are true because they make them. It is the task of the student to 
investigate the arguments for himself, guided by the authorities, and not 
to try to remember what opinions they have rendered when he is asked 
to give his own opinion on any subject. 

Mark Hopkins, one of the world’s greatest educators, was never 
satisfied when a student gave only the answer that was in the text-book, 
even when he was himself the author of the book. He used to say that 
when a man merely adopted another man’s views he had not formed an 
opinion at all, any more than a parrot was capable of intelligent speech 
when it had learned to repeat certain sentences that had been impressed 
on what might pass for its mind. He always insisted that the student 
should give the reasons for his statements and be able to explain why 
he had formed any particular opinion. 

The principal objection to adopting rules or ready-made opinions is 
that the student, not knowing the fundamental principles underlying 
them, will not be able to determine whether the rule or the opinion will 
exactly fit the particular case that he is discussing. A superficial resem- 


233 


The Journal of Accountancy 


blance to some case that it does fit will mislead him into thinking that 
it is applicable to the one in point. This is the most frequent cause of 
the mistakes that are made by those who attempt the examinations, and 
even by some who contribute answers to problems to accounting 
magazines. 

It is easy to point out the error—what is to be suggested as to the 
remedy for it? For a person who has been wrongly trained, or who 
has never been trained at all, the only thing to do is to learn to train 
himself. There is no one who is not constantly brought into contact 
with a multitude of things which he does not understand. If a man 
cultivates the habit of investigating such things as far as possible, of 
digging under the surface of them and getting at the underlying prin- 
ciples, he will find that the world will be a much more interesting place 
to live in than he ever thought it could be, and that the development of 
an inquiring mind and of the faculty of analysis that goes with it, will 
often help him to an extraordinary degree when he is confronted with 
some practical difficulty of his own. 

To a man whose business may not bring him into personal touch 
with a factory it may seem an utter waste of time to learn how and 
why any particular machine does more efficient work than some other 
one. He does not understand that the mental training he gets in the 
apparently useless inquiry may enable him to solve some question that 
is in no way related to machinery. It is a far cry from an apple to the 
planet Neptune, but it was the principle of gravitation deduced by the 
trained mind of Newton from the fall of the apple that enabled 
Le Verrier to point out in the heavens the place where the planet could 
be found. 

A very frequent fault with those who are called upon to answer 
questions is vagueness of statement. It may be that they have a very 
good idea of a subject, but they do not know how to express the idea. 
If asked to describe a statement of affairs, they will say that it is an 
exhibit of the realizable value of certain assets showing the relation 
between the net free assets and the unsecured liabilities. While it is 
true that this is what a statement of affairs is, it is in no sense a 
description of one. Very probably they could correctly draw up such 
a statement if required to do so. What they do not understand is that 
a proper description should be such that the man who is entirely igno- 
rant of the subject will get so clear an idea of it that he will be able 
to prepare one from the description, if the figures are given him. In 
other words, they do not exercise their imagination sufficiently to put 
themselves in the place of the inexperienced person who is supposed to 
be asking the question. 

Again, they do not sufficiently analyze a question before answering 
it. They have learned that an inventory must not be valued at market 
price when that is higher than cost, and they apply this principle to the 
following question: 

An investigation of an inventory dated January 1, 1904, brings to 
light the following entry: 
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Contract dated July 1, 1903, for delivery to your client 
of 20,000 tons of material between January 1 and June 30, 
1904, at $25.00 per ton, the market price at date of inventory 
being $27.50—$50,000.00. 

Discuss the validity of the above entry. 

A little analysis will disclose that this is merely a contract to accept 
goods at a lower price than the present market and that the client has 
made a saving of $2.50 a ton by being able to obtain the material at a 
cheaper rate than he could now buy it for, and that it is this saving of 
$50,000.00 that he has included in his inventory. If the material were 
actually on hand, it would be entirely wrong to include it in the inven- 
tory at the advanced market price. In many answers the student will 
treat it as being on hand, valued at $50,000.00, not noticing that 20,000 
tons at $25.00 amounts to $500,000.00, and will state that the valuation at 
cost is correct. In other cases the contract is read as being one for 
the delivery by the client of the 20,000 tons, and the $50,000.00 is treated 
as a loss, although not yet realized, because the market may react 
before delivery has to be made. It is not explained how the client 
could include a prospective loss as an asset in his inventory. In only a 
minority of cases is the true condition recognized and the answer made 
that it is entirely inadmissible to: include the items in the inventory 
because the saving is not realized until the material is delivered, made 
up and sold, and that it may never be realized at all, since the market 
price may drop before delivery is made, or through a failure to carry 
out the contract. 

The only remedy for these and other shortcomings on the part of 
the student is constant study of the errors he has made by a comparison 
of his own answers with those of some one of recognized authority, 
with the special view of seeing how they differ, and why his own are 


wrong; particular attention being paid to the fine points of difference. 


In these days so many of these problems and questions are being pub- 
lished and commented on that it is not difficult for a student to obtain 
abundant practice along these lines, even if he has not the advantage of 
the guidance of experienced teachers in an accounting school of recog- 
nized standing. 

While these remarks have been made with regard to applicants for 
the C. P. A. certificate, they apply equally well to any business man 
who desires to bring a trained mind to the solution of practical 
questions that arise in his own experience. 


Stock Issuep ror Property—TreAsuryY STocK 


Editor, Journal of Accountancy: 

Sir: During a recent investigation which I conducted, the following 
point came up and I solicit your opinion. 

A company organized in New York for a million dollars in common 
stock, all of which was issued to the owners of a patent as fly gold, the 
consideration being the patent. The stockholders returned $400,000 to the 
company to be kept as treasury stock and to be sold for working capital. 
Over and above the million dollars, the company assumed liabilities of 
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the former owners of the patent to the amount of $9,000, thereby in effect 
commencing business with a liability of that amount. The questions raised 
are the following: 

(a) Is this procedure legal and in conformity with the corporation 


law 

(b) Is the cost of the patent $1,009,000 or $609,000? 

(c) Is the stock actually fully paid up or does the return of the 
$400,000 alter this original fact? If so, are subsequent purchasers of the 
treasury stock at a discount of 50% liable for further assessments in case 
that the company becomes insolvent? 

Possibly this case is of interest to your readers. 

Yours truly, 
W. Heve. 


It is a little hazardous for an accountant to pass on a question of 
law, because he does not keep up with any changes, as a lawyer does. 
Overman said in regard to the state of New York, a few years ago- 

“Any corporation may purchase any property authorized by its certifi- 
cate of incorporation, or necessary for the use and lawful purposes of 
such corporation, and may issue stock to the amount of the value 
thereof in payment therefor, and the stock so issued shall be full paid 
stock and not liable for any further payment under any of the provisions 
of the stock corporation law; and in the absence of fraud in the trans- 
action, the judgment of the directors as to the value of the property 
purchased shall be conclusive.” 

As far as the purchase of the patent for the whole issue of stock is 
concerned, the transaction appears to have been entirely legal. Under 
the caption “Its own stock,” Mr. Overman also says: “When stock is 
issued for property it is a customary practice for a portion of the stock 
so issued to be returned to the corporation to be used for its purposes.” 
This fixes the status of the $400,000 of stock donated to the corporation 
as being true treasury stock. The definition of treasury stock is “such 
stock that has been issued and fully paid for that has been purchased 
by, or donated to, the corporation that issued it.” Stock that has never 
been subscribed, or if subscribed has never been paid for, is not treasury 
stock, but unsubscribed or unissued stock. 

In Illinois the law is entirely different. The supreme court has 
decided that the judgment of the directors is not conclusive, and that 
to make the sale of property for stock valid it is necessary to show that 
the property could reasonably be said to have a cash value virtually 
equal to the par value of the stock given for it. The law is silent as to 
the right to hold treasury stock, and there seems to be little doubt that 
if a corporation acquires any of its own stock, that stock is cancelled 
and cannot be reissued. Even when the stock, instead of being put into 
the treasury. is registered in the name of a trustee, it is held by tfle 
best authorities that it is cancelled if it was paid for by money of the 
corporation, or is plainly to be used for corporation purposes. 

As to the accounting principles involved, it is a mistake to credit the 
$400,000 of donated stock to the patent account. To do so would mean 
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that an asset which has been valued at $1,000,000 and has been fully paid 
for at that price, has immediately lost forty per cent. of its value. It 
would be difficult to maintain the position that the original stock had 
been issued for full value, if five minutes afterward the property that 
was given for it is seriously reduced in the value claimed for it. Besides, 
the stock was not donated as an indication of a revaluation of the 
patent; it was given for the purpose of furnishing working capital out 
of the proceeds of its sale. Therefore the proper credit is to donated 
working capital. This is a very much better term than donated surplus, 
because it distinctly shows its character as not in any way available for 
dividends. 

The treasury stock, having been once fully paid for, can now be sold 
at a discount without making the purchaser liable to creditors for the 
discount, as he would be if he bought original stock at less than par. 
The discount is a reduction of the working capital, since it is only the 
actual cash proceeds of the treasury stock that can be used as working 
capital by the corporation for purposes of development and operation. 
The discount may be charged at once to working capital at the time of 
each sale of treasury stock, or it may be carried in the account of 
discount on treasury stock, until all the treasury stock is sold, when the 
whole balance of the account must be charged against donated working 
capital. The credit balance of the latter account will then be exactly 
the same as the actual cash received for the treasury stock, and will 
represent a true working capital. 

If the $400,000 of treasury stock is offset by a credit to the patent 
account, an awkward situation will develop if any of the stock is solid at 
a discount. As the discount diminishes the real value of the stock 
credited to the patent account, the only possible treatment of the dis- 
count would be to charge it to the patent account as a correction of the 
excessive credit. This would create the anomaly of a constant increase 
in the book value of the patent with no apparent occasion for it. On 
the other hand, since the donated working capital was the result of the 
sale of stock originally given for the patent, it would be justifiable to 
credit the final balance of the donated working capital, when all the 
stock was sold, to the patent account. The patent account would then 
show what was really paid for it, namely, $1,000,000 of stock at par less 
the cash value of the $400,000 realized from part of the stock issued 
for the patent. 

The assumption of the liability of $9,000.00 to the owners of the 
patent is equivalent to a cash payment of that amount, and is a legiti- 
mate charge to the cost of the patent. The patent would then appear 
on the books at $1,009,000.00, the stock would be fully paid up and the 
purchasers of the treasury stock at a discount would not be liable for 
the discount, unless the creditors could convince a court that the 
valuation of the patent was clearly fraudulent. 

Such instances of financiering are not at all uncommon, especially in 
the mining states. It is to be hoped that a stop will be put to them by 
the universal enactment of laws for private corporations similar to those 
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in force in some states regulating the issue of stock and bonds by 
public service corporations, by making them at least approximate the 
value of the property bought with them. 

A more flagrant case than the one quoted came under the notice of 
the writer several years ago in New York. Three men organized a cor- 
poration for the purpose of carrying on a special advertising business. 
They did not pretend to have any patents or copyrights, but they 
claimed to have valuable ideas. Two of the men put in $5,000.00 each 
and the third one contributed services valued at“$5,000.00. They incor- 
porated for $4,000,000.00, and each of the three took $1,200,000.00 of 
the stock for his $5,000.00 in cash or its equivalent in services. The 
remaining $400,000.00 was offered to the public at ten cents on the 
dollar. If they succeeded in selling all of it, the real capital of the 
$4,000,000.00 company would be only $50,000.00. 


RECONCILING REcrpROcAL ACCOUNTS 


The following question asked in the Washington examination of 
September, 1914, is answered with a view to illustrating the four table 
method of reconciling reciprocal accounts when each party has both 
debits and credits that have not yet been taken up on the books of the 
other. It is not at all uncommon to find persons who are not acquainted 
with this method: 


Part 4—Question No. 2 


The following is a condensed statement of the resources and liabili- 
ties of the Evergreen State Bank of Ballard at the close of business 
July 31, 1914: 


Resources 
Cash and due from banks.................0005 714,964.20 
$2,817,102.20 

Liabilities 
$2,817,102.20 
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Give particulars of the further details you would expect to find from 
the books of the bank showing the various classes of resources and 
liabilities making up the above condensed totals, and, supposing you had 
been called upon to make an examination of this bank for the directors 
at the close of business on July 31, 1914, the verifications you would 
expect to make of the various resources and liabilities. 

In this connection you are called upon to effect a reconciliation of 
the current account between the Evergreen State Bank and one of its 
correspondent depositary banks, the Cheyenne Reserve National Bank 
of Chicago, from the following particulars which you have obtained. 

We will assume that the current accounts were in balance at June 
30, 1914, subject to an interest credit of $17.34 made by the Chicago 
bank on June 30, 1914, not charged by the Ballard bank until July, and 
to the following drafts drawn by the Ballard bank which had not been 
paid by the Chicago bank prior to June 30, 1914, viz: 


29.78 


the respective balances at June 30, 1914, being as follows: 


Cheyenne Reserve National on books of Evergreen State, debit 
balance of $35,911.11, and Evergreen State on books of Cheyenne 
Reserve National, credit balance of $38,415.59. 


The transactions for the month of July, as per the books of the 
Evergreen State Bank, were as follows: 


Cheyenne Reserve National Bank 


Dr. Cr. 
July 5, Remittance...... $17,928.42 July 6, Draft No. 17,929..$16,004.10 
“7, Interest June 30.. 17.34 6,  17,930.. 42.17 
“ 10, Remittance...... 824.17 16.41 
“ 17, Collection fee.... 95 98.42 
“ 18, Draft No. 17,933 - Collection July 12 794.79 
“ 23, Collection fee... . 75 * Draft No. 17,934.. 111.92 
“ 29, Telegram ....... 1.05 7 a 17,935.. 89.62 
“ 29, Remittance...... 2,000.00 34.17 
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The transactions for the month, as per statement received from the 
Cheyenne Reserve National Bank, are as follows: 


Evergreen State Bank 


Dr. Cr. 

July 1, Draft No. 17,414.. $192.46 July 1, Balance..........$38,415.59 

“ 8, Remittance...... 17,928.42 

14.14 “ 21, Collection fee.... 75 

“10, “ “ 17,929.. 16,004.10 95 

42.17 “ 28, Interest.......... 23.67 

“ 12, Collection........ 794.79 

“ 15, Draft No. 17,925.. 17.64 

“ 18, Collection........ 417.34 


“ 28, Draft No. 16,147.. 29.78 
“ 29, Collection........ 1,934.62 
“ 31, Draft No. 17,935.. 89.62 
“ 31, Balance.......... 34,850.81 


$57,438.55 $57,438.55 
ANSWER 


Without giving all the subdivisions of the accounts to be found in 
a large bank, but answering generally, we would expect a classification 
of the loans and discounts to show time notes on which interest had 
been discounted, and demand notes with running interest. In our 
report we would schedule two-name paper, single name and paper 
secured by collateral. The bonds and warrants should also be classified 
as United States, state, municipal and industrial, both book and market 
value being shown. Amounts due from banks should be separated from 
the cash and specified as due from national or state banks. If the law 
provides for carrying any portion of the reserve funds in other banks, 
the amount so carried should be shown. The cash should be detailed 
as to actual money and clearing house cheques and other cash items. 
On the other side the word “fund” should be dropped after “surplus.” 
It is a contradiction in terms to call any credit balance a fund. A fund 
is always defined as “cash or other assets set aside or held for some 
purpose.” Unless assets can be expressed by a credit balance, a fund 
cannot be. Surplus is surplus capital held as a reserve against contin- 
gencies. No specific fund is held against it, but it is represented in the 
general funds, that is, assets of the bank. The deposits should be sub- 
divided into city, country (due from other banks), demand certificates, 
time certificates, savings deposits subject to time limitation, cashier’s 
cheques and certified cheques. 
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Without going exhaustively into the question of bank audits, the 
loans should be examined and listed, the total agreeing with the balance 
of the account. Auditor’s verification notices should be sent to the 
makers of all except very small notes, in order to detect forgeries or 
dummies. The bonds and warrants should be individually inspected. 
The cash should be counted all at once, or kept under control of the 
auditor, so that he would not count the same money twice. The auditor 
should see that what purported to be clearing house cheques actually 
went to the clearing house, and were all paid or satisfactorily accounted 
for, in order to be sure that there were no dummies. To verify the 
amounts due from banks he would request statements from the banks, 
to be sent direct to him. 

To verify the liabilities he would balance a sufficient number of city 
depositors’ accounts to make a thorough test of their accuracy. He 
would send statements to the country depositors with a request to 
return acknowledgments of correctness to him. Certificates of deposit 
would have to be checked back to the date of the oldest one outstand- 
ing, or to the date of a previous audit, if one had been made. Cashiers’ 
cheques and certified cheques would probably prove themselves out by 
being paid during the audit. If any contractors were in the habit of 
putting up certified cheques as securities for bids, they should be com- 
municated with to see whether all the outstanding cheques were still 
represented on the bank’s books. Savings deposits are extremely 
difficult to verify, as they generally belong to a class that would take 
alarm if asked to bring in the books for audit. Stationing an assistant 
in the teller’s cage for a few days would be a test, but not an infallible 
one, unless at a time when interest is being entered up on the passbooks. 

To reconcile the Chicago account, the items appearing on the 
Cheyenne Reserve National Bank statement must be checked individu- 
ally against the same items as far as they appear on the books of the 
Evergreen State Bank, including the cheques outstanding at the pre- 
vious reconciliation. When this has been done, we, the Evergreen 
State Bank, make the following tables of the items unchecked on either 
books or statement. 

We charge, Chicago does not credit 

“ 29, 2,000.00 $2,001.05 


We credit, Chicago does not charge 
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Chicago charges, we do not credit 
July 29, Collection. $1,934.62 


Chicago credits, we do not charge 


Starting with our debit balance in Chicago’s account, reversing our 
charges and credit and inserting Chicago’s, we end with Chicago’s 
credit balance to us: 


Summary 
Our balance, Chicago’s debit....................+++ $37,284.81 
Credits due Chicago when received................ 2,762.08 
Charges to Chicago when received.............++-- 23.67 
Chicago’s credit balance to uS...........eeeeeeees 34,850.81 


$39,613.94 $39,613.94 


The detail of the items is preserved, to be checked against the next 
statement. 
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Correspondence 


National Aspects of Public Accountancy 
Editor, The Journal of Accountancy, 

Sir: Relative to matter discussed in January editorial of JourNAL or 
AccounTANCy under caption National Aspects of Public Accountancy, 
the following suggestions offer themselves as indicating possible solu- 
tions to the problem involved. 

(1) That the state boards as already constituted should by repre- 
sentation or otherwise delegate or surrender a part of their function 
as examiners to a national board representing the state societies. A 
board so constituted and empowered would then be in position to hold 
examinations for the entire country simultaneously. This would secure 
uniformity of standard throughout the states. 

(2) As an alternative, a federal board might be organized to con- 
fer a national degree. Any accountant could be eligible to such a 
degree irrespective of whether he was identified with a state society, 
provided he could meet the requirements of the federal board. This 
board might or might not be directly or indirectly connected with the 
state boards. 

Yours very truly, 


Watrter C. Wricxrt. 
Los Angeles, January, 1915. 


[We are glad to publish Mr. Wright’s suggestions and trust that 
other readers will give expression to their opinions on this vital 
question.—Editor, THe JournaL or AccouNTANCY.] 


Short Account System 


Editor, The Journal of Accountancy, 

Sir: Please let me know, either directly or through Tue Journat, 
what is your readers’ opinion of the so-called short account system 
(the elimination of individual ledger accounts with creditors and debtors, 
retaining only controlling accounts) as applied to a wholesale 
business of two thousand accounts, with about five monthly debit 
charges each. 

Thanking you for your courtesy, I am, 

Yours truly, 
Cc. S. 

Brooklyn, N. Y., January 25, 1915. 
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Announcements 
Wisconsin State Board of Accountancy 


Following the appointment of new members, the Wisconsin state 
board of accountancy has reorganized with the following officers: 

President, Shepard E. Barry; vice-president, F. H. Elwell; secre- 
tary, John B. Tanner. 

The second C. P. A. examination in Wisconsin is to be held the 
week beginning April 19, 1915. Full information can be obtained from 
the secretary, John B. Tanner, Madison, Wis. 

Printed copies of the questions used in the Wisconsin examination 
in April, 1914, can be obtained from the secretary, at the price of 
twenty-five cents each. 


Los Angeles Chapter, California 


The Los Angeles chapter of the California Society of Certified 
Public Accountants entertained Reynold E. Blight, C. P. A., at a ban- 
quet on January 21st. Mr. Blight has been recently appointed to the 
state board of accountancy. 


Guy C. Stumm, C. P. A., announces his association with Frank B. Reid, 
former district auditor of the General Electric Company, in the opening 
of offices at 1028 Foster Building, Denver, Colorado, for the practice of 
public accounting under the firm name of Stumm & Reid. 


Crockett, Couchman & Company, certified public accountants of Kansas 
City, Mo., announce the opening of an office at 705 Olive Street, St. 
Louis, Mo. 


James & Cox announce the removal of their offices from 684 Broadway 
to the Singer building, 149 Broadway, New York. 


